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e In the Record -« 


Birth of a Salesman 


Good salesmen are hard to find, require extensive train- 
ing, but pay off handsomely in today’s competitive markets. 
In this month’s business survey, 140 manufacturing com- 
panies disclose which sources yield the best sales-trainee 
material, their methods for attracting sales recruits, locat- 
ing and choosing only the best prospects, their sales-training 
techniques and how they measure the effectiveness of sales- 
training programs. 

The story on industry’s latest practices for recruiting, 
selecting and training better salesmen starts on page 388. 


Shall We Pay More for Gold? 


What about upping the price of gold? There are a num- 
ber of people around the world in whom the hope of such 
action by this country dies hard, but W. Randolph Burgess, 
Deputy to the Secretary of the Treasury, seems at last to 
have stifled it. “We cannot approve of the suggestion of 
a change in the price of gold,’ Mr. Burgess told the eighth 
annual meeting of the Board of Governors of the Interna- 
tional Monetary Fund on September 10. “We believe,” the 
Treasury official went on to say, “a change in the price of 
gold would undermine the stability of our program, and we 
are opposed to any change that undermines our sound money 
program.” 

To many—presumably including foreign hopefuls—this 
would seem to put the matter on the shelf. See page 384 
for the text of the Burgess statement. 


That Fall Demand for Money! 


They are still talking about what happened in the money 
market in September, and probably will continue to for some 
time to come. If there is any one who expected things to 
work out in just this way, he is keeping silent about it—and 
forecasters who hit it right are not usually backward in let- 
ting the public know about their prescience. 

Of course, the Federal Reserve loosened things up last 
June, but surplus reserves created in this way were fast dis- 
appearing, as expected. The action last summer strongly 
suggested that a similar policy would be adopted this 
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autumn, and open-market purchases late in September 
seemed to confirm this interpretation. 


But mostly what seems to be the main factor is a growing 
doubt whether demand for bank accommodation will increase 
seasonally as previously expected this fall and early winter. 
Turn to page 386 for an extended analysis of this situation. 


More Dollars for Britain 


What is happening in Britain? How much of an “adjust- 
ment” is occurring there? How are the problems being met? 
How should they be met? 


In 1951, demand for hard goods was strong both at home 
and abroad. For soft goods, demand was slack. And dollars? 
The need for hard exchange was mounting—not lessening— 
despite increased exports. 


All this began to change in early 1952 and today total 
effective demand seems “insufficient to match the supply 
potential of the economy.” Both production and employ- 
ment have declined, and Britain’s need for a “favorable” 
balance of trade has become more acute. Is the answer 
greater exchange convertibility? (Page 395) 


Two Business Outlooks 


A large number of business measures now suggest that 
some kind of adjustment is already in progress. But what 
kind of adjustment is it? Roll, or recession? 


In the third quarter, total output of durables declined 
perceptibly, and more of a decline in nonconsumer durables 
is foreshadowed in the defense budget and in the Commerce 
Department’s figures on anticipated business investment. 
As a partial offset, most soft-goods industries have contin- 
ued strong throughout the summer and into fall. Thus de- 
clines in the third quarter still look like individual adjust- 
ments, with few indications that any cumulative forces are 
yet at work. For the quarter as a whole, personal income 
has evidently run above the preceding quarter. 

What makes the difference between the rolling readjust- 
ment outlook and the recession outlook is consumer spend-- 
ing, for homes as well as for goods. For a balanced view 
of the two outlooks, see “The ‘Roll’ in ‘Rolling Readjust~ 
ment,’” starting on the next page. 


THE “ROLL” IN “ROLLING READJUSTMENT™ 


In the third quarter, it consisted of weakness in durables, 
offset by strength in soft goods 


OR BUSINESS, the third quarter was marked 
F by three new bearish developments: the truce in 

Korea; the revision of government expenditure 
estimates for the fiscal year 1954; and, partly in re- 
action to the first two, the stubbornly gloomy be- 
havior of the stock market in the face of extremely 
satisfactory earnings reports. 

It was also marked by production adjustments in 
steel, automobiles, farm machinery, some military 
items, a few more appliances. On balance, the adjust- 
ments in output were sharper than any declines in 
final demand. The rate of inventory growth, which 
had run up to $9 billion in the second quarter, evi- 
dently slowed a little, and a larger part of it appeared 
in the nondurables field, where it was still mostly 
voluntary. 

As the quarter wore on, the price boosts of June 
and July began increasingly to sound like the last 
gasp of the post-Korean inflation (several such last 
gasps have been heard over the past year). Manu- 
facturers, assured of quick delivery in virtually all 
lines, reduced their intake of materials still further. 
This in turn took the steam out of any contemplated 
further price rises in raw materials, and the primary 
price level dragged to a halt. Prices of lead, zinc and 
steel scrap weakened, and doubts about the future of 
copper and gasoline prices were renewed. 


A FEW STRONG POINTS 


Because of a slight further rise in retail prices for 
the quarter as a whole, and because of a further rise 
in housing costs and in the imputed value of owner- 
occupied dwellings, total gross product for the third 
quarter was probably a little higher than in the pre- 
ceding quarter. But any increase was certainly small, 
and represents a sharp falling off from the rapid rate 
of rise in the months prior to summer. In real terms, 
in fact, total third-quarter output may have fallen 
a little short of the second quarter. 

While the number of general business indicators 
pointing downward is now higher than three months 
ago, several important measures relating to the con- 
sumer market remain very strong, and optimists, of 
whom there are still many, are still able to talk con- 
vincingly about a “rolling readjustment.” As recently 
as August, the Department of Commerce was able to 
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report a postwar low for its unemployment figure and 
an all-time high for personal income. 

However, now that a readjustment has begun, the 
nature of the rolling has become a little clearer. For 
the present, it consists in a broadly distributed sag 
in durable lines, partly but not entirely offset by 
strength in nondurables production and sales. The 
strength in soft goods sales is not so marked as the 
strength in production (that is, soft goods inventories 
have been rising) , and the fall season will bear watch- 
ing to see whether optimistic output schedules will be 
matched by demand. 


HARD GOODS: HOW SOFT? 


For the past two months, the news from durables 
industries, while certainly not all bad, has taken the 
form of a very slow but perceptible decline in activity. 
It shows up in steel; in softness in several other 
metals; in curiosity over the disposition of excess tools 
in “phased-out” defense plants; in simplification of 
allotment procedures for copper and some alloys that 
used to be the toughest of all materials to lay hands 
on. Thus far the truce has very little to do with it. 
The short-lived (and, by World War II standards, no 
more than annoying) shortage of hard materials and 
hard goods was beginning to end in mid-1952. The 
one-two punch of a steel strike and an automobile 
boom delayed the return of plenty. The delay is 
evidently over. Only an important upward change in 
defense goals could restore the shortage. 

Washington’s figures on the durables industries 
describe a little of what is happening, but the situ- 
ation is somewhat clearer than the figures. Steel pro- 
duction is hovering at 90%-95% of its beginning-of- 
year capacity. Hours worked in durables industries as 
a whole have been subsiding rather sharply since the 
beginning of the year. Employment of factory workers 
in durables has been drifting downward since late 
spring. (See chart, page 381.) The durables index (part 
of the total industrial production index) has gone 
into the fall season several percentage points below 
its spring peak. Durables backlogs, which had been 
declining ever since March, fell a little further during 
the summer. In July, new orders to durables indus- 
tries (seasonally adjusted) fell below $12 billion for 
the first time since last November. 
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By themselves, these barometers of activity in 
durables lines may not be very impressive. But they 
are backed up by two important sets of foreshadow- 
ing figures. 


|. The budget calls for a moderate decline in the 
defense spending rate to perhaps $5 billion below the 
current rate by mid-1954. If the rate of deliveries were 
to follow this course, it is reasonable to expect that 
inventories of defense components and raw materials 
held by defense goods contractors and subcontractors 
would also decline. There is no way of measuring the 
possible net reversal in the flow of defense inventories, 
but if the decline in inventory is proportionate to the 
decline in deliveries, the drain might amount to about 
$3 billion (annual rate). Total activity in the defense 
sector—deliveries plus change in inventories—could 
thus be as much as $8 billion below the current rate. 


2. Business investment programs, according to an 
August survey of the Deparment of Commerce, rose 
to a peak in the third quarter of this year, and are 
scheduled to decline about 5% (a little more than $1 
billion, at an annual rate) in the fourth quarter. Me- 
Graw-Hill surveys of annual expenditures, which hit 
total 1953 expenditures for plant and equipment on 
the nose, indicate a continuance of the decline in 1954; 
and this possibility is supported by a number of other 
figures: the declining backlog of capital goods pro- 
ducers; the declining rate of industrial construction 
activity, and contract awards; the high percentage of 
completion of projects aided by accelerated amortiza- 
tion certificates; the pronounced decline in new security 
issues by manufacturing firms; and, finally, the results 
of a recent Conference Board survey of 1954 invest- 
ment plans reported in the August issue of "The Busi- 
ness Record."4 

If the decline were to continue through the second 
quarter of 1954 at the current rate, it would bring 
such expenditures about $3 billion below today's $28- 
billion level. Inventory liquidation accompanying the 
decline in production might make the total loss of 
demand about $5 billion (annual rate). 


By squeezing the last bit of implication out of these 
foreshadowing figures, a case can thus be made for a 

decline of $10 billion to $15 billion in the annual rate 
of output for defense and fixed investment between 
now and the second quarter of 1954. As a percentage 
of total output in durables industries, this is not a 
minor decline; it amounts to about 10%. (In selected 
metalworking industries, it would be considerably 
more than 10%.) But as a percentage of total output 
of goods and services, it does not bulk large at all— 
between 38% and 4%. 

Given the budget as revised in August, and given 


‘Turning Point Ahead in Capital Spending,” The Business Record, 
August, 1953, pp. 319 ff. 
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the Commerce and Conference Board surveys on 
business investment, there are few who would dis- 
agree very sharply with this measure of adjustment in 
nonconsumer durables. It is not large enough, cer- 
tainly, to foreclose the “rolling readjustment” theory. 
(If “rolling readjustment” means anything, something 
has to go down.) What makes the gap between roll- 
ing-readjusters and recessioners is the course of con- 
sumer hard goods, including homes. ‘The fore- 
shadowed decline in defense and producer durables 
can be made to look much bigger by applying a few 
hazardous assumptions about the housing market, 
and the markets for cars and other consumer durables. 
Here the trend is still very much in doubt: signs of 
some weakening in these markets in recent months 
have to be weighed against the very favorable figures 
on employment, income and asset holdings. 


HOUSES, CARS, AND HOUSEHOLD GOODS 


Housing starts (including public) are now running 
at an annual rate of about 1.0 million. Some esti- 
mates of 1954 starts go as low as 0.8 million, which 
might imply a decline of about $2 billion in the gross 
national product construction component. But the 
evidence for such a decline is still very thin. The de- 
cline in the seasonally adjusted housing starts figure 
was rapid during the spring and summer, but part 
of its rapidity is apparently owing to an exaggerated 
upward seasonal adjustment in the early months of 
the year. (The adjusted housing starts figure and 
the Commerce total construction figure character- 
istically rise to a peak in February.) In recent months 
the decline has been slow, although persistent. 


And the course of the giant automobile industry is 
admittedly uncertain. The industry’s fourth-quarter 
projections are now reported as totaling 1.5 million 
assemblies (which would put the year as a whole at 
about 6.3 million, the second best on record). The 
total projection of the industry has been on the high 
side throughout the year, by about 100,000 or 200,000 
per quarter; and it is not unreasonable to suppose 
that some of the individual projections included in 
the fourth-quarter total are again pretty optimistic.1 
In fact, taken together with the level of new-car 
dealer stocks, they seem to imply a new-car sales rate 
very little below the peak selling months of early 
summer. 

Much of fourth-quarter car production will be on 
1954 models, and dealers will have to begin building 
up stocks of these new models despite existing stocks 
of 1953 cars. On the other hand, only General Motors 
of United States car producers is in the throes of a 
major model change-over for 1954: the market may 
miss some of the hot design competition of 1953. 


1Last year’s fourth-quarter output was about 1.25 million. As of 
mid-September, car production was only barely above last year’s rate; 
seven of the nine United States producers were running below a 
year ago. 
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And used-car prices, after firming a little in August, 
began to decline again in September, widening the 
already sizable gap between new and used-car prices. 
The cleanup problem on 1953 models promises to be 
acute, and the more production of 1953 models the 
more acute the problem—more acute for 1954 as well 
as 1953. 

For other consumer durables, the market appears to 
have stabilized. Trade in these items (with the one 
exception of TV, which has the advantage of the 
opening of new areas) is no longer overstimulated by 
credit extension. Changes in outstanding consumer 
debt on home furnishings and appliances have been 
extremely small for the past several months. Given 
the strong income and asset position of the consumer, 
there is no particular reason for expecting any further 
rapid change in household goods markets. Many of 
these markets may have about completed an adjust- 
ment to a more sustainable level of demand. 


NONDURABLES STILL STRONG 


This combination of possibilities for decline in 
durables industries was certainly a large contributing 
factor in the stock market declines of late August and 
September. But what made the market seem to be 
forecasting rather than acknowledging an existing 
situation is that ever since the end of the first quarter 
(when the exalted level of activity in durables indus- 
tries was coming more and more into question) non- 
durables activity has been very well maintained, and 
in fact has been trending upwards. This is chiefly 
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true of the consumer nondurables, but the raw mate- 
rials soft industries—chemicals, paper, petroleum and 
coal products—have also run strongly into the fall. 
In terms of production and employment, this strength 
has been almost enough to offset the modest declines 
in hard goods that have materialized in recent months 
and to maintain the appearance of firmness in total 
business figures. 


Textiles, for Example 


In textiles, production activity is as good as at 
any time in the past two years. After contracting 
seasonally in July, output evidently advanced some- 
what in August and September. Margins are consider- 
ably improved, and profits in the industry are again 
at healthy levels. Apparel cuttings are well above a 
year ago, and retailers evidently share the optimism 
of manufacturers. Buyer arrivals in the early Sep- 
tember New York markets have been encouraging. 
Retail inventories of apparel and general merchandise 
stores have been rising at about 2% per month ever 
since the middle of the second quarter, in anticipation 
of a very successful fall season. The rise in retailers’ 


1Sales of household goods enjoy a seasonal surge in the fall and 
Christmas selling seasons (unlike automobiles, which rise to a peak 
in late summer) and it is likely that for the remainder of the year 
the total instalment debt figure will continue to rise, as the seasonal 
slowdown in automobile credit is offset by some rise in credit grants 
for other durables. But experts in the consumer credit field are 
now of the opinion that the steam is coming out of credit grants, 
and that by the end of the year the postwar surge in credit may have 
about struck a balance with income, with slow growth or no growth 
in total consumer debt in 1954. 


but all the gain is in wages and salaries 
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inventories has been rapid enough to keep manufac- 
turers’ inventories well in line, despite the rise in 
production. 


Food, Too 


Food manufacturers, too, look for very healthy op- 
erations in the remainder of the year. Margins have 
widened, as a result of a slight rise in prices and a 
slight further decline in costs, and profits expecta- 
tions are reported to be very favorable. Retail sales 
of food stores rose steadily during the late second 
quarter, and into the third (reflecting, in part, a re- 
covery of retail beef prices), and packers are finding 
the current situation considerably better than a year 
ago. Other miscellaneous consumer lines—including 
semidurable housefurnishings, service station prod- 
ucts, and novelties such as toys, records, etc.—have 
been the subject of favorable reports over the past 
few months. 

The over-all figures for soft-goods industries, includ- 
ing consumer goods and industrial materials, combine 
into much more pleasant aggregates than for the 
hard-goods industries. 

While total retail durable sales (including auto- 
mobiles) are running below their February peak by 
about 5%, and have shown no strength at all for the 
past three months, nondurables sales climbed slightly 
during the second quarter, and the third quarter (sea- 
sonally adjusted) may set the highest level of the 
year. In July, when new orders for hard goods fell 
to a 1953 low, soft-goods orders rose to a 1953 high. 
As factory workers in durables industries declined in 
the summer, nondurables employment rose. 

The stability of total business activity now looks 
like a reverse image of the stability that prevailed 
during the last half of 1951. Then, durables produc- 
tion and employment were expanding, while nondur- 
ables were in the throes of an inventory recession. 
Now the tables have turned. There are two note- 
worthy differences, however. 


A REVERSE IMAGE OF LATTER '51 


In 1951, the expanding hard-goods sector could be 
counted on to continue to expand as defense outlays 
rose toward their planned peak. No such assurance 
now attaches to the expansion of nondurables. As 
_ production rates in soft-goods industries have stepped 
up in the last few months, the likelihood of further 
rises has been reduced. Three months ago, it was 
safe to say that production and trade in soft goods 
could rise substantially (see June Highlights). Now 
few are brave enough to predict a further rise. In 
scattered instances—petroleum products, white goods 
—the rise may have already carried too far. It is 
questionable how long department stores and other 
soft goods retailers will permit their stocks to rise at 
their current rate. 
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Secondly, in late 1951 the advance of defense pro- 
duction was exerting a strong pull on the labor force 
in the direction of higher-paid hard-goods employ- 
ment, and the drift of employment into durables was 
producing a relatively rapid advance in average wage 
rates. In the last burst of durables output in early 
1953, wage and salary payments accounted for vir- 
tually all the advance in personal income. Now there 
no longer seems to be any upward pull on total em- 
ployment; and its composition has, if anything, been 
drifting back toward more normal proportions be- 
tween durables and nondurables. The labor market, 
while still tight in many areas, is no longer the drum- 
like affair of two years ago, when hard-goods manu- 
facturers had to be restrained from bidding labor 
away from each other. During 1951 and 1952, aver- 
age weekly earnings of production workers increased, 
on average, about 17% per quarter. In the first 
quarter of 1953, they increased at about half that 
rate. Since the first quarter there has been no appre- 
ciable change—in fact, the year’s peak is still in 
March. 

Ausert T. Sommers 
Business Analyst 
Division of Business Economics 


ECONOMIC NOTES 


Lessons from Experience 


“Perhaps the most important lessons learned [by experi- 
ence in recent years about economic development of back- 
ward areas] are these: (1) that economic development, on 
a scale to justify the term, is not a self-starting operation, 
but requires a strong initial push; (2) that economic de- 
velopment cannot be promoted effectively on a year-to-year 
basis, but requires long-term planning and attention; (3) 
that United States experts can only assist, stimulate, and 
reinforce, not substitute for local initiative; (4) that inter- 
national organizations can usefully supplement United 
States programs and can sometimes accomplish things that 
could not be done bilaterally; and, perhaps most important 
(5) that development in less developed areas is not merely 
an end to be sought for its own sake but a necessary means 
to the achievement of economic balance throughout the 
free world.”—A Report to the Director for Mutual Security 
by the Advisory Committee on Underdeveloped Areas. 


A Popularizer of Self-Service 


“Probably the outstanding contribution made by super- 
markets to food retailing was popularization of self-service. 
This merchandising technique, later adopted by many small- 
er grocery stores, has had a profound effect on store arrange- 
ment and equipment, packaging, advertising, display of foods 
and the duties of store personnel.”—New York State Com- 
merce Review. 


SAVINGS—AND_ THE 


OR THE PAST two years, retailers and manu- 

facturers of consumer goods have been eyeing 
the saving habits of consumers with lively curiosity, 
and at times with a sense of exasperation. As incomes 
have risen markedly in the past few years, con- 
sumers have been saving—that is, withholding in- 
come from consumer goods markets—at record peace- 
time rates. 

For almost half the entire period of the Korean 
war, the saving rate ran so high that a minor reces- 
sion was created in retail markets, and the back of 
the post-Korean inflation was broken at the very 
time when defense spending was rising rapidly toward 
its peak. In the first half of 1953, personal savings 
were still accumulating at an annual rate of over 
$17 billion, down somewhat from the $20-billion rate 
of late 1951, but almost half again as high as would 
have been considered “normal” in the light of pre- 
Korean relationships of savings to income. 

For consumer goods industries, the post-Korean 
level of the saving rate raises two questions: 


1. How would the saving rate react if incomes 
were to decline in the months ahead? Would a 
decline in income be absorbed, at least in part, by a 
contraction of the saving rate? 

2. What implications do the liquid assets accu- 
mulated during the period of the high saving rate 
have for future retail markets? Have recent savings 
reinforced the liquid reserves of consumers to such an 
extent that they would effectively bolster spending if 
incomes were to decline? 


INCOME AND THE SAVING RATE 


For the past fifteen years, changes in personal sav- 
ings have shown a rather consistent relationship to 
changes in disposable personal income. The faster 
the rate of increase in income, the more rapid has 
been the rate of increase in both dollar savings and 
the percentage of income saved. A slowing of the 
rate of increase of disposable personal income is as- 
sociated with a deceleration, or even a decrease, in 
dollar savings and the percentage of income saved. 

Direct comparison of dollar savings with dispos- 
able income totals demonstrates this relationship only 
imperfectly. The sensitivity of saving to changes in 
disposable income appears most clearly when the di- 


1Rates of change can, of course, decline while absolute amounts rise. 
Between 1950 and 1951, disposable personal income increased by 
$21 billion, or 9%. Between 1951 and 1952, income increased $10 
billion, or 4%. Spendable income was still rising in 1952, but the 
rate of increase had declined. 
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rection of the rate of change in one series is matched 
against the direction of the rate of change in the 
other. In the years 1939-1953, dollar savings moved 
with disposable personal income in only 63% of the 
quarterly periods. When rates of change, rather than 
dollar amounts, are compared, the percentage of co- 
incidences in direction of movement increases to a 
percentage of seventy-two. 

This coincidence in direction of rates of change 
has been maintained in widely different spending- 
saving climates. It held true in the forced saving 
period of 1940-1944, the readjustment of 1945, the re- 
cession of 1949, and imperfectly but noticeably in 
the buying spree of 1946. The relationship appears 
even during the Korean period, when consumer mar- 
kets were fluctuating rapidly. 

However, differences in the spending-savings cli- 
mate appear to have a marked effect on the intensity 
of savings changes. Between 1939 and 1944, while 
disposable personal income increased at a quarterly 
rate of 3.5%, proportions of income saved rose at the 
rate of 7.4%, and dollar amounts of personal saving 
increased at a rate of 11.1%. In a practical sense, 
the years 1940 through 1944 represented a period 
of compulsory saving. Progressively more severe limi- 
tations on the output of consumer goods, and the 
prices at which the output could be sold, were re- 
flected in a very high rate of growth in dollar sav- 
ings and shares of income saved. But the coincidence 
in direction of savings changes and income changes 
was still evident. Thus, declines in the rate of in- 
come growth in early 1941, in the first and fourth 
quarters of 1942, in early and mid-1943, and in the 
second and third quarters of 1944, were matched by 
similar declines in rates of growth in dollar saving 
and in the proportion of income saved. 

With the readjustment of 1945, disposable personal 
income declined at a quarterly rate of 0.4%. The 
savings response to this downturn was a decrease in 
the share of income allocated to saving at a quarterly 
rate of 14%. In the recession of 1949, the decline in 
spendable income, at a quarterly rate of 0.8%, was 
accompanied by a decrease in savings shares at a 
quarterly rate of 25%. 


PSYCHOLOGY IN THE RECKONING 
Similarly, sudden changes in consumer psychology 
have temporarily distorted the saving-income rela- 
tionship, Fear of consumer goods scarcities and an- 
ticipations of higher prices following the outbreak 
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of Korean hostilities led to an intense upsurge in 
consumer spending in the third quarter of 1950. 
Despite a 4% increase in disposable income in that 
quarter, the personal saving rate declined by 60%. 
In reaction to this departure, however, the saving 
rate recovered rapidly in the fourth quarter, the 
percentage of income allocated to savings rising to 
more than three times the percentage in the preceding 
quarter. 

The relation between the rates of change in in- 
come and saving has held more steadily on the down- 
turn of the cycle than on the upswing. Whereas dur- 
ing the years 1939-1953 about 64% of the quarterly 
increases in the rate of change in income were ac- 
companied by increases in the rate of change in sav- 
ing, almost 80% of the quarterly decreases in the 
income variable were accompanied by decreases in 
the saving variable. 

The high fidelity of the relationship on the down- 
ward side may be of special interest now and in suc- 
ceeding quarters, since the rate of increase in dispos- 
able personal income began to subside in the first 
half of 1953. Although the saving rate has also de- 
clined, the rate of decrease slowed in the second 
quarter. If the past saving-income pattern holds 
true, a continued decline in the rate of growth of in- 
come, or an absolute decline in income itself, would 
shortly be accompanied by a more rapid decline in the 
saving rate. If income were to decline, past relation- 


A Note 


Of the several sets of available figures on the 
personal saving rate, the broadest is the Commerce 
Department’s personal saving aggregate, which is 
derived by deducting personal consumption expen- 
ditures from personal disposable income. Because of 
the conceptual framework of the aggregates from 
which it is derived, the figure includes the savings 
of unincorporated business enterprises, private trust, 
pension and welfare funds, and nonprofit institutions, 
as well as savings of consumers. The series repre- 
sents the net change in asset position of these groups 
between the beginning and the end of a specified 
accounting period—the net addition to assets reduced 
by the rise in liens or charges against such assets. 

The assets covered by the Commerce series vary 
in liquidity from cash to noncorporate equipment. 
Briefly, they are as follows: (1) currency and bank 
deposits; (2) private insurance and pension re- 
serves; (3) net investment in home ownership and 
nonprofit institutional construction; (4) net in- 
vestment in farms and unincorporated business, in- 
cluding inventory change, producers’ durable equip- 
ment and new construction; (5) increase in, or liqui- 
dation of, consumer debt. Excluded from the savings 
series are capital gains and losses, since these are not 
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ships would thus indicate a concomitant and pro- 
nounced decline in the proportion of income saved. 
Unless the income decline is especially sharp, the 
fall in the proportion of income saved may con- 
tribute a substantial stabilizing influence in consumer 
goods industries. 


LIQUID ASSETS AND SPENDING 


Existing liquid asset holdings of the personal sector 
are obviously a factor in spending-saving decisions. 
Have recent high saving rates reinforced the liquid 
reserves of individuals to the point where a relatively 
high propensity to spend—and a low propensity to 
save—can be assumed for the future? 

Between 1949 and the first part of 1953, individuals’ 
holdings of currency, bank deposits, saving and loan 
shares and United States saving bonds increased from 
$188 billion to $212 billion, or 18%. These are the 
assets which can be converted to purchasing power at 
will and without a capital loss (or a taxable capital 
gain). 

The current dollar value of liquid asset holdings is 
only a partial measure of their worth, however. 
Changes in price level as well as population growth 
affect the spending power of liquid reserves. Price 
changes alter the sum of goods and services that liquid 
assets can command. Population growth indicates 
that savings must be spread over a broader base. When 
current dollar liquid reserves are adjusted for price 


on the Data 


within the conceptual framework of personal income. 

Further data on personal savings are provided by 
the Securities and Exchange Commission. The cov- 
erage of the “liquid savings” series published by the 
SEC coincides with that of the Commerce series in 
that it includes changes in asset holdings of unincor- 
porated business, and nonprofit institutions. All of 
the components of the SEC series except govern- 
ment insurance are included in the Department of 
Commerce data. The SEC series, however, is lim- 
ited to savings in the form of currency, bank deposits 
and saving and loan shares, private and government 
insurance, securities, and repayment or incurrence of 
mortgage and other consumer debt. Because of these 
differences, the two series differ in level, but with in- 
frequent exceptions they have moved in the same 
direction over the twenty-year period for which com- 
parison can be made. 

Unlike the Commerce series, SEC data are derived 
directly, and components of the series are published 
along with the totals. Components of the Department 
of Commerce series are available implicitly in pub- 
lished reconciliations with SEC data. These recon- 
ciliations still leave a statistical discrepancy, due to 
errors and omissions in either or both series. 
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changes, the increase in the total since the end of 
1949 is reduced to only 0.5%. When the data are 
adjusted for population growth as well, the change 
in the value of liquid savings since 1949 becomes 
negative. Thus the real per capita value of liquid 
asset holdings has declined about 5% since 1949. 


CHANGES IN DOLLAR VALUES 


Over the longer term, however, asset values held 
by the personal sector have increased markedly. Since 
1940, the current dollar value of liquid asset backlogs 
has more than tripled; in terms of constant dollars, or 
real value, they have increased by 85%. On a per 
capita basis, the real value of liquid asset holdings 
has risen more than 50% since 1940 (see chart). 

The differences in real and dollar values of liquid 
asset holdings point to one of the difficulties of apprais- 
ing the possible influence of liquid reserves on con- 
sumer spending. If consumer prices increase, liquid 
assets currently held will command fewer goods and 
services. This suggests that a relatively high rate of 
additions to savings out of current income would be 
necessary to maintain the purchasing power of liquid 
holdings at their present level. (This is what hap- 
pened after the start of consumer price increases in 
the first nine months after Korea.) Conversely, if price 
levels decline, the purchasing power of liquid reserves 
would of course be enhanced, suggesting a relatively 
low demand for additional saving in the future. 
(Something like this pattern appeared in 1949.) 

The distribution of liquid asset holdings among 
consumers also affects their possible supportive value 


Individual liquid reserves grow. . . 
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as a purchasing power reserve. According to Federal 
Reserve data, the upper 50% of the nation’s spend- 
ing units, ranked by income, held 72% of the liquid 
reserves (excluding currency) as of the beginning of 
1953. In 1950-1952, they held 74% of the liquid 
reserves; in 1949, about 78%. The Federal Reserve 
figures indicate that the distribution of liquid asset 
holdings is highly skewed in favor of upper-income 
levels: units with higher incomes hold a more than 
porportionate share of liquid assets. But the pro- 
portionate shares of total liquid assets held by upper 
income groups have evidently grown smaller during 
the heavy saving years of the Korean war. 


EFFECT OF CONCENTRATION CHANGES 


It is generally assumed that the bolstering effect 
of liquid holdings on consumer spending varies in- 
versely with the degree of concentration of such re- 
serves among higher income groups. If this is correct, 
then asset holdings today are likely to be more sup- 
portive of spending than they were in 1949, even 
though the total real value of such holdings is about 
unchanged. Together with the characteristic ten- 
dency of the saving rate to decline as income declines, 
this suggests that if business generally were to sub- 
side in coming quarters, the current high saving rate 
would provide a considerable cushioning effect in 
consumer markets. 

BELA SHAPIRO 
Division of Business Economics 


‘An ensuing article will deal in detail with changes in the compo- 
sition and distribution of liquid asset holdings, and their implications. 
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Factory employment shifts to nondurables .-. total nonfarm employment stops rising 
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SELECTED BUSINESS INDICATORS 


1958 1952 Percentage Change 
Latest Month | Latest Month 


Item Unit 


August p July August over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production, total (S)............ 1935-39 = 100 236 215 +1.7 +9.8 
Durable goods (S)...............00eee00- 1935-39 = 100 311 267 | 0 +16.5 
Nondurable goods (S).................4. 1935-39 = 100 197 191 +3.1 +3.1 
MVEime@rals\(S) tee cis sci. cs ots Sate 09 «vce ve.e.s 1935-39 = 100 170 156 +3.0 +9.0 

Consumer durables (S)8.....00 200 1947-49 = 100 n.d. Ta | +0.7| +102.8 

iMachine'tools?y: 12. .< Gawuituls Hace Ses 6 Sc 5 1945-47 = 100 301.4 317.0 +12.6 4.9 

Construction contracts awarded, residential *|| million dollars 508 628 —22.2 -19.1 

Construction contracts awarded, other®..... mnillion dollars 893 811 -22.5 +10.1 

etail’sales!(S) 2. Soc sisve ia. Roh oe eave ales million dollars 14,130 13,359 | 2.3 +5.8 

Retail inventories (S)*.................... million dollars n.a. 20,127a) +2.2 +9.6 

Department store sales (S)................ 1947-49 = 100 111 113 | -1.8 -1.8 

Department store inventories (S)‘4.......... 1947-49 = 100 n.d. 1194 ple +9.2 

Manufacturing sales (S)................... million dollars n.d. 21,858d +2.1 +22.2 

Manufacturing inventories (S)*............ million dollars n.a. 42,7480 +0.3 +6.8 

Manufacturing new orders (S)............. million dollars n.a. 23,4340 -1.5 +7.4 

Manufacturing unfilled orders*............. million dollars n.a. 74,985a -0.5 -6.0 

Carloadings, total®..................0005- thousand cars 806 782 | +6.1 +3.1 

Carloadings, miscellaneous®................ thousand cars 388 374 | +6.3 +3.7 

Prices, Wages, Employment— 

Basic commodity prices’.................. 1947-49 = 100 88.8 96.2 +1.0 —7.7 

Wholesale commodity prices, all........... 1947-49 = 100 110.6 112.2 -0.3 -1.4 
arsine Ae AOE be tei etek eel ats Shel ats 3s 1947-49 = 100 96.3 109.9 | -1.6 -12.4 
NORA eas ara ce lass oes > « 1947-49 = 100 114.8 113.0 | +1.6 

Consumers’ price index................... 1947-49 = 100 115.0 114.3 +0.3 +0.6 

Farm parity price ratio................... 1910-14 =100 93 103 -9.7 

Non-agricultural employment.............. thousands 56,134 55,390 +1.2 +1.3 

Unemployment... .............0. cece e eee thousands 1,240 1,604 -19.9 22.7 

Factory employment (R).................. thousands 13,817 13,069 +1.3 +5.7 

Average weekly hours worked, manuf’ing (R)|| number 40.5 40.5 +0.2 0 

Average hourly earnings, manufacturing (R).|| dollars Vi esee 1.66 0 +6.6 

. Personal income (S)7...........c0eee cence billion dollars n.a. 266. 3a +0.6 +8.2 
Finance and Government— 

Bank debits, outside New York City (R)8...|| million dollars 59,115 53,873 -7.1 +9.7 

Business loans (R)*.............200000005 million dollars 22,886 20,955 +1.1 +9.2 

Consumer instalment credit outstanding (R)‘4) million dollars 21,058 16,728 +1.0 +25.9 

Privately held money supply‘.............. billion dollars n.a. 185. 8a +0.3 +3.9 

Federal budget receipts.................-- million dollars 4,568 4,050 +38.1 +12.8 

Federal budget expenditures............... million dollars 6,042 5,018 -0.4 +20.4 

Defense expenditures..............-..+--- million dollars 3,916 3,526 -13.0 +11.1 

Federal budget surplus or deficit, cumulative] million dollars —4,233 4 SO Fs PELE S| eee 

. iati 7 R Em urs, and earni: ries ha’ n adjusted to Ist quarter 
ttt ae leet eed eee 1951 Eee Bank debits coverage aisy bean exe and debits ‘ U.S. 
2Shipments 9A verage of Wednesday figures _ povetnioee’ accounts and to time deposit accounts have been eliminated. Business 
887 eastern states 10From July 1 to end of month indicated loans coverage has been expanded. Consumer credit data have been expanded and 
4End of month aJuly, 1952 revised. All series are not comparable to earlier data shown. 


6 Average weekl n.a.Not available 

sAverage of 22 Asis spot market prices pPreliminary 

Sources: Association of American Railroads; Bureau of Agricultural Economics: Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve ; 
National Machine Tool Builders Association; Treasury Department; Taz ConrerENce Boarp 
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Weighing the Business Outlook: 


NINE PROBLEM AREAS, NINE SIGNS OF STRENGTH 


In recent years, prophets of gloom have been wrong in calling a downturn “in the next 
six months” in their end-of-year outlook. This year, a large number of observers take 
the negative point of view. A shorthand “balance sheet’ of the weaknesses and 
strengths in the outlook is here presented—the latter underlined, the former not. 


PLANT and equipment spending 
by business continues at a record 
OUTLAYS pace. But a government survey 

(-) of planned expenditures for the 
fourth quarter of the year indicates 
a decline of about 5% from third-quarter levels. In 
a recent survey by Tue Conrerence Boarp, three 
times as many companies reported planned reductions 
in their 1954 rate of capital outlays as reported plans 
for increases. 


THE NEW "miracle fibers" are mov- 
ing out of the experimental stage and GROWTH 
have become major industries. Pro- INDUSTRIES 
duction of chemicals has continued re 
steadily upward throughout 1953. 
New metals, such as titanium, are developing into new 
industries, although they do not yet compete with the 
standard metals on a tonnage basis. From its very rapid 
recent growth, the electronics industry expects, at the 
least, a rapidly rising replacement market ahead. 


CAPITAL 


TOTAL short-term and interme- 
diate debt owed by individuals 
DEBT continues to set monthly records. 
(-) The total reached $27.4 billion at 
the end of August, an increase of 
8% since February. Most of the increase since the 
beginning of the year has come from financing the 
large volume of new-car sales—in recent months the 
rate of rise in debt on consumer durables other than 
cars has slowed considerably. Repayments continue 
to take a growing share of income (the share is now 
about 10%). 


STRENGTH in soft goods has been 

offsetting the modest weakness SOFT 
among hard goods industries. Book- GOODS 
ings in cotton textiles are heavy, and tn? 
profits are good. Apparel sales at re- 

tail have held steady. Food sales, and profits of food 
manufacturers, have been moving up. Output of petro- 
leum and coal products has risen in recent months (there 
is some evidence of a decline in crude petroleum in 
September). 


CONSUMER 
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INGOT production, which had 
been pressing capacity for most of 
the first half of 1953, has eased off 
in recent months. Output tempo- 
rarily dipped below 90% of capac- 
ity during the Labor Day week, but it has been 
hovering between 90% and 95% for a month. Orders 
for fourth-quarter delivery have been slow in coming 
in, and cancellations of tonnage already booked have 
been reported. Inventory accumulation by steel users 
has slowed markedly from the rapid pace of earlier 
this year, and some instances of liquidation have been 
noted. Producers, on the other hand, expect no sharp 
drop in their operating rates in the fourth quarter. 


IN THE second quarter of 1953, per- 
sonal savings were at the high annual 
rate of $17 billion, or 7% of dispos- 
able income. This rate is well in ex- 
cess of pre-Korean levels. There are 
grounds for thinking that in the event of a decline in in- 
come, much of the shock would be absorbed by a contrac- 
tion of the saving rate, rather than of spending (see story 
in this,issue)..g 2 


STEEL 
) 


PERSONAL 


SAVINGS 
(+) 


THE momentum provided by rap- 
DEFENSE idly growing military business has 
SPENDING petered out. Ground weapons pro- 
(-) grams appear to be at or past their 
peaks, and military aircraft pro- 
duction is approaching a plateau. Total expenditures 
for procurement, personnel and other military outlays, 
now running at about a $53-billion annual rate, are 
budgeted at less than a $47-billion annual rate for the 
coming nine months. 


HIGHWAY construction continues 
strong. Expenditures for roads are ex- 
pected to total $2 billion in the 
second half of 1953, an increase of 
13% over the second half of 1952. 
The trend of commercial construction is also upward, es- 
pecially for stores in growing suburban areas. Heavy en- 


gineering contract awards have shown no signs of weak- 
ree NOSIS SSO RR 
ness. 


BUILDING 
(+) 
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THE post-Labor Day sell-off push- 
ed stock prices to new lows for the 
year. As of mid-September, typical 
stock-price averages were nearly a 
sixth below their early 1953 highs. 
General caution about fourth-quarter business pros- 
pects and growing concern over the outlook for 1954 
have evidently been the dominant factors in recent 
declines. 


HOLDINGS of cash and securities 
are widely distributed among con- 
sumers. In terms of purchasing power, 
assets continue at the high levels of 
1950, despite the intervening rise in 
consumer goods prices. In the event of a decline in in- 
comes, liquid asset holdings could serve as a substantial 
bulwark against any sharp contraction in spending. 


LIQUID 


ASSETS 
(+) 


TOTAL business inventories (sea- 
sonally adjusted) moved up above 
GROWTH the $78-billion mark at the end of 

(-) July. The book value of stocks has 
increased approximately 5% since 
the beginning of the year. Most of the growth appears 
to be concentrated in the durables area, both at manu- 
facturing and distributive levels, and within durables 
the growth has been principally in finished goods. 
Since early in the second quarter, nondurables stocks 
have also been rising, but the rise is apparently vol- 
untary, being based on high sales expectations for 
the fall season. 


INCOME payments continue to set 
records. In July, personal income ran 
at a seasonally adjusted annual rate INCOME 

of over $288 billion, up 89% above a Se 

year ago. Most of the rise is in labor 

income, which has advanced 12% over last year. Even 
taking taxes and population growth into consideration, 
per capita spending power is roughly 4°% higher than it 
was last fall. 


INVENTORY 


PERSONAL 


ASSEMBLIES are off from their 
midyear peaks, when production 
had been accelerated to a seven- 
million-plus annual rate. Strikes, 
and the destruction of a key trans- 
mission plant have contributed to the decline, but 
market factors are without doubt playing a part. 
Dealer inventories of new cars have moved up stead- 
ily; at the end of August, stocks in the hands of 
dealers were in excess of 500,000 cars. Sales of new 
cars remained high until Labor Day, but at the cost 
of shrinking dealer margins. The used-car market, 
which weakened steadily throughout the spring and 
early summer, firmed a little in August, but prices be- 
gan to subside again in September. 


CARS 
(-) 
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THIS IS another prop which will help 
to sustain consumer markets. The TAX 
scheduled 10% decline in personal 
income taxes at the beginning of 
1954 could add as much as $3 billion 
to annual purchasing power (but about one quarter of 
this would be offset by the scheduled increase in the 
Social Security tax rate). Similarly, a lowering of the 
basic corporate tax rate, which is possible, and removal 
of the excess-profits tax, now a virtual certainty, would 
add several billion dollars to corporate spending power. 


FARMERS’ incomes are running 
nearly a fifth under a year ago. The 
volume of farm marketings has re- 
mained high, but prices have dip- 
ped sharply. At the same time, 
prices of the products farmers buy have, on average, 
moved downward only slightly; the parity ratio as 
of mid-August, 1953, was 10% under a year ago. At 
least through July, general rural retail sales showed no 
decline in farm purchases of consumption goods, but 
sales of farm machinery producers are off as much as 
10% from last year, and payrolls have declined. 


UNEMPLOYMENT is at a rock bot- 
tom |.2 million (approximately 2% of 
the total labor force). Employment 
continues at a record high of 63 
million. Whatever declines in pro- 
duction have been suffered since the production peaks 
of early 1953 have apparently been absorbed by declines 
in hours worked rather than in the number employed. 


FEWER than 100,000 nonfarm 
homes were started in July. The 
current annual rate of starts (after 
adjusting for seasonal factors) is 
off nearly a fifth from its February 
level. Vacancies have been rising as new-home con- 
struction and conversions have moved ahead of de- 
mand from new family formation and replacement. 
Unoccupied units appear to be concentrated in urban 
areas: apparently suburban demand for new homes 
continues to hold up, although selling difficulties are 
reported increasing. Tight mortgage money has taken 
the edge off home building in some areas. 


OUR NUMBER continues to grow at 
an unexpectedly rapid rate. Births are 
being maintained at the record levels ‘Be 
of recent years: the trend to more 
second, third and fourth children is a 
key factor. For the short term, the high birth rate seems 
to be providing a substantial offset to the much publicized 
decline in the rate of family formation; for the long term, 


REDUCTION 


(Si) 


LABOR 


MARKETS 


(ao) 


HOUSING 
(-) 
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it promises substantial enlargement of present markets. 


Burgess Says: 


NO HIGHER PRICE FOR GOLD 


In view of the continuing interest, particularly abroad, 
in the price of gold, The Conference Board believes that 
its Associates will find informative the following rather 
underpublicized statement by W. Randolph Burgess, 
Deputy to the Secretary of the Treasury, at the second 
session of the eighth annual meeting of the Board of 
Governors of the International Monetary Fund at Wash- 
ington on September 10, 1953. 


MAY SAY that I have been delighted with the 

discussion. It is a great encouragement to find 
our friends from all over the world thinking so care- 
fully and so thoroughly about these questions. It 
leads one to hope that some day the governments 
of the world will determine their economic policies 
by reason as well as by political considerations. 


- 


Let me also say that we have noted with very great 
interest a number of suggestions for the conduct of 
affairs in the United States which have been made 
by our various friends. We are very glad to receive 
those suggestions. They will be placed before the 
Commission* which the President has appointed and 
will be given, I am sure, very careful consideration. 


ak 


Now, gentlemen, this is the first meeting that you 
have had since the Eisenhower Administration came 
in, and I am sure that all of you are eager to see any 
signs of divergence or of similarity in the policies 
that the Administration will follow with respect to 
these institutions. Secretary Humphrey and Assistant 
Secretary Waugh have already expressed some of 
our views, which I hope have been encouraging to you. 


a 


Of course, the Fund has always been the more con- 
troversial of these two international institutions. The 
Articles of Agreement have certainly been less well 
adapted, shall we say, to the conditions of the post- 
war world as it turned out to be. This could not have 
been anticipated. And it has been subjected to greater 
criticism and drawn forth more suggestions for 
amendment. In fact, at the time of the adoption of 
the Articles, you may recall that I was president of 


*The President’s Foreign Economic Policy Commission. 
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the American Bankers Association, which proposed a 
number of changes in the enacting legislation, some 
of which were adopted—particularly with respect to 
the use of the Fund’s resources. 


al 


Now this Administration has only had a few months 
in which to observe the operations of the Fund and 
the Bank at first hand. With that limited experience 
and limited opportunity to talk with all you gentle- 
men, I am sure we don’t know the answers immedi- 
ately to all the very puzzling questions that you face. 
We are studying them with care and, as Secretary 
Humphrey emphasized, they will be part of the 
matters considered by the new commission. 


yw 


Without trying to reach or give you profound con- 
clusions on these matters, I might just call your 
attention to one or two matters of what we have done 
rather than what we have said.’ The first fact that 
I think may interest you is that we have sought con- 
tinuity in our country’s relations to the Fund and 
Bank by continuing in office two able United States 
directors who have served effectively for a number 
of years. Our participation is thus kept on a non- 
partisan level. 

| al 


Second, let me call your attention, probably need- 
lessly, because you all have observed it, to the fact 
that this Administration has made sound, honest 
money a major objective. We believe that the main- 
tenance of honest money, which retains its buying 
power and avoids both inflation and deflation, is 
essential to sound and dynamic economic growth and 
justice to all people—the producer, the seller, the 
consumer. It encourages the free exchange of goods 
at fair prices. And just as we believe in honest money 
at home, we believe in it abroad. Only with sound, 
dependable money can international trade flourish. 
Many of you have stated that better than I can. The 
world has been learning this lesson the hard way. It 
is well recognized in the emphasis in your Annual 
Report on the revival of monetary policy. 


iw 


Therefore, I think from these facts you may safely 
draw the conclusion that the present United States 
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_ Administration is in fundamental agreement with 
the purposes of the Monetary Fund, for surely those 
purposes are in substance the restoration of sound 
international money as a basis for increased trade. 


ww 


There is no need to remind you that sound money 
cannot be attained easily . . . but only at a price. We 
have found that here at home—that we can make our 
money sound and stop the creeping inflation of many 
years only at the cost of curtailed government spend- 
ing, a central bank policy free from political inter- 
ference, and some credit restraint. This restraint has 
not deserved the term of hard money. That is un- 
necessary in a country of our wealth and flow of 
savings. It has been a very moderate restraint. How- 
ever, our tighter budget does mean a reexamination 
of foreign as well as domestic spending, and we know 
that the dollar is today an anchor for world money, 
and the anchor must be firm. 


yw 


In that connection, I regret to find myself in some 
disagreement with my good friend, Governor de Kock. 
We cannot, I am sorry to say, approve of the sug- 
gestion of a change in the price of gold. That perhaps 
will not surprise you, because the issue has been 
raised before and the same position has been taken. 
A change in the par value of the dollar or in the 
official dollar price we pay for gold would be, in our 
judgment, inflationary; and we do not believe, with 
Sir Benegal Rama Rau and others, that the danger 
of inflation is wholly past, either here at home or 
abroad. 


| al 


We believe a change in the price of gold would 
undermine the stability of our program, and we are 
opposed to any change that undermines our sound 
money program. We believe the stability of the 
dollar contributes not only to our domestic economy, 
but is important in developing the international finan- 
cial stability which all of us, as members of the Fund 
and Bank, are working for. 


yw 


Our firm belief is that a change in the price of gold 
would disrupt the efforts being made in other countries 
to restore stable currencies. Many countries of the 
world, particularly those whose economies were most 
directly affected by World War II, are just now be- 
ginning to see the fruits of efforts to bring budgets 
into balance and to establish monetary policies inde- 
pendent of political pressures, and the battle is not yet 
fully won. In our judgment, tampering with the 
price of gold would be a step backward and would add 
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to the difficulties in many countries which are still 
struggling to establish sound currencies. It does not 
go to the root of our problem, which is much deeper. 


val 


Now we have before us today the annual report of 
the Fund, and you have heard the address of the 
managing director. Both the report and the address 
were very cheering. The Fund has been able to point 
to some encouraging developments. There has been a 
continued high level of economic activity in most 
countries, including our own. Apart from some neces- 
sary readjustments following the speculative surge 
unleashed by the outbreak of hostilities in Korea, 
international trade has also held at a high level, 
although it has indeed leveled off in many areas. 


oak 


The countries in the free world have, as a whole, 
emerged with success from the dislocations caused by 
the Korean conflict. In many countries the wave of 
inflation in 1950-1951 has been met and brought 
under control. It has not been easy. It has called 
for the determined efforts of governments and of the 
public. The untenable bulge in imports in many 
countries, particularly during 1951 and 1952, have 
been largely corrected and the level of gold and 
dollar reserves in most countries has increased. In- 
deed, during the year ended June 30, 1953, gold and 
dollar reserves of countries other than the United 
States, excluding the Russian group of countries, have 
increased by over $2 billion, and international insti- 
tutions have added about $250 million. 


al 


But it must be frankly admitted that the goal of 
full convertibility of currencies still eludes the mem- 
bership of the Fund taken as a whole. It must also 
be recognized that, in some countries, unsound policies 
are still being followed which delay the relaxation of 
exchange restrictions, prolong discrimination, and 
postpone progress toward more and better world 
trade at economic exchange rates. At the same time, 
we are entitled to take a real satisfaction from the 
determination and success with which many countries 
have undertaken measures to reestablish and main- 
tain sound currencies. 

i 


The path ahead is not easy, but it is clearly marked, 
and the goal is worth achieving. One purpose served 
by these annual meetings is to give reassurance that 
no country travels the road alone. It is worth work- 
ing and struggling for the great gains which come 
from vigorous and dynamic economic development, 
supported by reliable and convertible currencies. The 
reduction in payments deficits and the progress which 
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has been made toward balance should encourage coun- 
tries to renew their determination to move toward 


currency convertibility. 
al 


There is increasing evidence that many countries 
have, in fact, greatly increased their efforts. Impor- 
tant plans are being made by a number of countries, 
including the countries of the British Commonwealth. 
As these plans develop, as payments deficits decline 
and as reserves increase, it may be feasible to take 
more decisive steps toward convertibility. In the 
meantime, smaller but very useful steps are being 
taken. We have seen important moves to free com- 
modity markets, to reestablish the facilities for private 


foreign exchange trading, and to reduce discrimination 
in international trade, particularly in primary com- 


modities. 
al 


Our government, as Secretary Humphrey empha- 
sized, is engaged in an earnest and intensive reexaml- 
nation of the whole range of its economic and financial 
policies and procedures, with a view to deciding how 
best it may be able to make its contribution to the 
general march toward worldwide financial health. 
Against this background, our association together in 
membership in the Fund, dedicated to sound money, 
I am sure will grow in usefulness to all of us. Thank 
you. 


FINANCIAL NOTES AND FOOTNOTES 


WHEN vacationers from Wall Street reached their 
desks after Labor Day, the outlook appeared un- 
certain. The stock market had been having late 
summer trouble. Bonds were still holding their own 
rather well, as they had been doing ever since the 
Federal Reserve “loosened up” in June, but the lee- 
way provided by the Reserve early in the summer 
had largely disappeared by reason of large Treasury 
operations, and there was an accumulation of planned 
offerings by municipalities and corporations. 

Then there came a week when the new offerings 
calendar was badly crowded. There was considerable 
shaking of heads. The investment market was about 
to get a rigorous test, so it was said, and not a few 
were definitely uneasy about the outcome. Then, 
suddenly, dealers’ shelves were said to be almost clear, 
and governments rose—almost leaped—on to higher 
ground. 

September tax collections appeared to give no one 
any great trouble. Soon there was talk of reduction in 
interest rates, and some bankers were heard to express 
the view that, within a relatively short time, money 
would be “stewing out of their ears.” Responsible 
government bond dealers soon were strongly recom- 
mending that investors buy government bonds now— 
since they were not likely to do better later. 

The Federal Reserve returned to the governments mar- 
ket and bought substantial amounts of bills, but this of 
itself did not appear to offer a full explanation of what 
was taking place, although without doubt it did 
bring further ease to the market—of which member 
banks took advantage to reduce their indebtedness to 


the Reserve banks. Probably, it had its greatest effect 
as a further indication that the Reserve authorities in- 
tended to keep the market well supplied with funds. Such 
an interpretation of this step by the Reserve authorities 
was strengthened in the minds of many observers by the 
thought that with a depression (or something closely re- 
sembling it) being predicted in a good many quarters, 
the Reserve authorities were not likely to do anything 
which might later be charged with even partial respon- 
sibility for untoward developments in business. 


WILL LOANS INCREASE SEASONALLY? 


But talk of a recession (at the least) in business 
seemed to have another consequence of still greater 
potency in the financial district. Any real sagging in 
general business activity must, so it is reasoned, cur- 
tail demand for loans by business and reduce the 
amount creditors would be willing to grant to con- 
sumers. Thus a failure on the part of loans, particularly 
business loans, to rise as usual during the fall months ap- 


peared likely. It was this rise in demand for accommo- 
dation at the banks which had been counted upon 
to tighten the money market during the fall and early 
winter months. But as late August and early Sep- 
tember weeks rolled by without the usual seasonal 
rise in business loans, opinion generally grew and 
spread that money would not grow nearly so tight as 
expected this fall and winter. Then came a week 
when commercial, industrial and agricultural loans 
jumped dramatically so that they stood for a time 
at a point which nearly brought them up to normal 
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seasonal growth! No one seemed particularly per- 
turbed about this development, though, and the next 
weekly statement of the member banks showed a 
sharp decline, thus tending in one degree or another 
to support the conclusion that borrowing would not 
rise this autumn as had been expected. Meanwhile, "pri- 


vate placements," as privately negotiated new issues are 


termed in the Street, were reported in some quarters to 
be declining. If such proves to be a trend, it could 
mean that life insurance companies would be seek- 
ing investments elsewhere in larger degree than in 
recent months. 

But this depression psychology explanation of 
easier conditions and forecasts for the financial dis- 
trict should, one supposes, have been reflected con- 
spicuously in the stock market. It is true that prior 
to these developments the stock market had been 
suffering. It is also true, however, that when the 
dramatic developments were taking place in the bond 
market and the money market, stocks began to show 
rallying tendencies. Those who cling to the belief that 
the stock market is a prophet rather than a historian 
would doubtless say that the equity market had forecast 
what was coming in the other markets. Nearer to the 
truth, possibly, would be the statement that the behavior 
of stocks during the late summer had created an atmos- 
phere which attracted buyers to bonds and tended to 
reduce interest rates. 

But however all these things may be, the fact is 
that the tone of the bond market and the money 
market as of the first of October was strikingly differ- 
ent from that obtaining at the first of September. 

So far as the current ease in the money market is 
to be attributed to future expectations, it is, of course, 
only a manifestation of greater willingness on the part 
of owners of funds to lend them. Underlying all this, 
naturally, is the enlargement of lendable funds, which 
must be attributed to the action of the Federal Reserve 
in acquiring large amounts of government obligations in 
the open market and in reducing member banks’ reserve 
requirements. 

It remains to be seen whether, if borrowers do not 
appear in sufficient numbers to keep all these addi- 
tional funds well occupied, the Reserve authorities 

will take them out of the market by selling govern- 
ments or increasing reserve requirements. An alter- 
native would be, of course, to let funds pile in the 
hope that they would prove an incentive to expan- 
sion or at least a factor tending to prevent recession. 

If funds again become more or less a drug on the mar- 
ket, an excellent opportunity would be afforded the Treas- 
ury to lengthen some of its short-dated debt. 


Frepertck W. JonEs 


Division of Business Economics 
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BUSINESS FORECASTS 


General 


Earle L. Rauber, vice-president and director of research, 
Federal Reserve Bank of Atlanta (in an address at the Ala- 
bama Bankers Study Conference, August 12)—‘“I have 
pointed out that the forecasting device developed at the 
National Bureau is currently saying that we are in the 
first stages of a downturn in business. . . . In agriculture, 
there is a state of overproduction resulting in falling prices. 
In industry, there has been a state of potential overproduc- 
tion, now becoming actual in many lines, also putting a 
downward pressure on the prices of finished goods. Industry, 
like agriculture, is also caught in a situation in which costs 
remain high and intractable. There results a serious squeeze 
on profits, and profits are the motive force that drives the 
wheels of our whole economy. At nearly all points, the 
condition of industry is coming to parallel that of agri- 


culture. 


“There is one point, however, wherein industry differs. 
In the case of agriculture, there is a more or less inelastic 
demand to be counted on. . . Purchases of industrial 
products—especially high-priced durable goods—on the con- 
trary, are distinctly postponable. And these are precisely 
the lines in which there is now the greatest tendency to over- 
production; in which there are the most burdensome in- 
ventories; in which competition is the sharpest; which are 
chiefly dependent upon consumer credit financing. Any 
tendency for the economy to slump can be expected to 
affect these lines first of all. From them the effects can then 
ramify into other lines of business.” 

Grover W. Ensley, staff director, The Joint Committee 
on the Economic Report (in a paper presented before the 
University of Wisconsin School of Banking, August 26) — 
“T must say that there is nothing in the outlook today which 
indicates that an economic recession is inevitable. Actually 
we have been passing through adjustments in one industry 
after another during the past two years and a half. These 
adjustments, and in a number of cases severe shakedowns, 
in textiles, certain consumer durables, and other industries 
have left the economy in a strong position.” 

Benjamin F. Fairless, chairman of the board, United 
States Steel Corporation (in a speech before the Economic 
Club of Detroit, September 21) —“. . . I think our present- 
day pessimists should develop a little perspective as they 
analyze . . . trends. I also think they should define their 
terms, because to the average American, the word recession 
is merely economic double talk meaning depression. It is 
the exact opposite of the word prosperity, and it is certainly 
a far cry from any business situation that now exists. .. .” 


Defense Expenditures 


The Journal of Commerce (September 21)—“Defense 
spending now is on its way down from the post-Korea 


(Continued on page 400) 


Executives Say: 


“GOOD SALESMEN DON'T JUST HAPPEN” 


salesmen, always a tough problem to lick, has 
taken on immediate urgency as: 


Ts RECRUITING and training of effective 


e Expanded productive capacity sharpens selling 
competition; and 

© Manufacturers mount selling campaigns that will 
put more salesmen in the field.? 


SOURCES OF SALESMEN 


Where are these new salesmen coming from? The 
best single source, according to the 140 manufactur- 
ing companies participating in this month’s Confer- 
ence Board Business Practices Survey are colleges 
and universities. Over half of these firms recruit new 
sales personnel on the campus. This is especially true 
in the chemical, machinery and metallurgical indus- 
tries, where a major portion of the salesman’s time 
may be spent working with customers on technical 
development and application problems—and in which 
“it has been the custom to hire as many men with 
engineering degrees as possible.” 

Sixty companies find good sales material within 
their own organizations. One petroleum producer’s 
“policy for recruiting salesmen is that a man must 
have a college degree; otherwise eighteen months’ 
service with the company.” A producer of special- 
ized industrial machinery reports: 


“Our principal source of sales trainees is from our field 
operating personnel. After an employee has learned the 
field end of our services, if there is an opening in the 
sales department and the employee has demonstrated a 
liking for sales work, possesses natural aptitudes and a 
selling personality, he is given an opportunity to sell. This 
method has produced the best sales personnel—so much 
so that we no longer hire for immediate sales employ- 
ment.” 


A large chemical company attracts sales trainees 
from within the company by sending “field salesmen 
to the operating plants for a period of study and dis- 
cussion of sales problems with plant management and 
personnel; this tends to stimulate interest in sales 
and helps to locate trainee prospects within the 
plants.” 

About one third of the cooperating companies 

See “Turning Point Ahead in Capital Spending,” The Business 
Record, August, 1953, p. $19. 


*“Industry Combating Buyer Resistance,” The Business Record, 
September, 1953, p. 361. 
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(forty-five), advertise for sales help in newspapers 
and trade magazines, but in only two cases is this the 
principal source for recruiting salesmen. 


SALESMEN RECRUIT SALESMEN 


Salesmen presently employed and other personnel 
within the company provide leads on new additions to 
the sales force in forty-two companies. In one 
chemical firm, “the entire top management has put 
great importance on selection of salesmen,” since it 
feels that “they are in fact “The Company’ to many 
people in the field. Accordingly, likely prospects are 
referred to sales management by other members of 
management whenever and wherever they may en- 
counter them.” 

A food producer reports: 


“Practically all our salesmen have been recruited 
through our own salesmen. When an opening is available, 
our men are notified, and through their contacts in the 
territories they occasionally run into alert possibilities and 
refer them to us for screening.” 


Some of the better-known companies fill part of 
their sales force requirements by screening unsolicited 
applications for employment. Thirty-one companies 
report obtaining some of their salesmen in this fash- 
ion. As one producer of specialized industrial ma- 
chinery puts it: 


“We are fortunate in having the public and the trade 
in general think well of our company and exhibit an 
interest in our growth potential. From this favorable pub- 
lic relations activity many candidates come to us seeking 
to join our sales force.” 


Most companies do not rely too heavily on em- 
ployment agencies to recruit sales help, only twenty- 
two companies reporting the use of such services. 
Other sources mentioned include: hiring successful 
dealers and distributors—“men who have had success- 
ful retail experience with our merchandise, know our 
company and our salesmen” (Apparel manufacturer) ; 
referrals by customers; trade associations; and man- 
agement consultants’ referrals. Only a handful of 
companies report hiring competitors’ salesmen in any 
significant numbers. 


"GET 'EM YOUNG" 


Almost three times as many companies (thirty-two) 
prefer to hire men with no previous sales experience 
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as look for prior selling activity as a prerequisite for 
employment (twelve). “Get ‘em young,” advises one 
hardware executive who says that “we do not like to go 
out and get experienced salesmen. Whether in our 
line or another line, they are too apt to be a gamble, 
they may never assimilate our policies and get the 
know-how and technical angles of our many tools 
and instruments.” 

A producer of specialized industrial machinery finds 
that “in most cases our best men have not been sell- 
ing in the past and they have no bad habits to 
overcome.” 

Another reason for hiring inexperienced men is “so 
that we can make promotions within the company. 
This means more frequent promotions and, of course, 
better morale.” An automotive equipment supplier 
whose sales force personnel is normally secured by 
promotion from within the company reports this ad- 
vantage: “the problem of orientation and training 
has been reduced to a minimum.” One chemical com- 
pany reports that “it is unusual for us to hire an ex- 
perienced salesman. If we do, it is usually because of 
his technical know-how and acquaintance in a par- 
ticular field.” 


THE CASE FOR EXPERIENCE 


Some companies, however, prefer experienced sales 
personnel “who have evidenced adaptability for sales 
work.” According to one electrical appliance com- 
pany official, hiring men with “experience in a com- 
parable industry is generally superior because of the 
short training period required as compared to that 
required for the young college graduate.” 

A smaller building materials company says: “It 
is necessary that we have experienced salesmen, due 
to the limited number of salesmen we have and the 
large territories they cover.” Another comment, from 
a producer of engines and turbines, is: 


“A relatively small company employing a man who has 
had no previous work experience may well find that after 
he has been expensively trained he becomes restless be- 
cause he can’t see enough opportunities for quick advance- 
ment. We believe that the turnover rate among such men 
is relatively high for the company which first employs 
and trains them. Under these conditions, smaller manu- 
facturing companies, such as ours, simply cannot under- 
take the investment for the benefits received.” 


SALESMAN LURE—A GOOD NAME 


How to attract the best-qualified sales personnel? 
‘One producer of specialized industrial machinery 
describes his company’s policies as follows: 


“Developing a good name within the industry for em- 
ployee relations, pay, working conditions, etc., certainly 
helps in the recruitment of all employee classifications. 
We carry this a step further than most and maintain a 
program of college level relations. Through sponsorship 
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of company scholarships and research fellowships, partici- 
pation in student technical activities (Engineer’s Day, 
power shows, technical society meetings, etc.) , lecturing to 
classes, and supplying displays and literature to univer- 
sities, we become favorably known to students. This not 
only helps attract graduate employees but gives us ready- 
made friends if the graduate enters the industry we serve.” 


The following check list is suggested by an instru- 
ment and controls executive: 


¢ Standing in our field; 

© Stability of our operation; 

© Our history of progress; 

¢ General working conditions; 

© Opportunity for advancement; 

¢ Periodic reviews for merit increases in salary 


A well-planned, thoroughgoing sales training pro- 
gram is itself often a strong selling point in attract- 
ing would-be sales recruits. 

Some companies use “get-acquainted” techniques 
—in the case of an industrial machinery producer 
this consists of “a visit to the plant, an interview, 
having the candidates meet our personnel and giv- 
ing them a briefing on our organization and _possi- 
bilities for advancement.” 

Another firm, producing railroad equipment, “makes 
available to a certain group of qualified college stu- 
dents summer jobs where we can look at them and 
they can learn something of our company.” 


CHOOSING THE BEST 


Most of the companies cooperating in this month’s 
survey spend considerable time and effort in selecting 
the best-qualified men for sales work. The majority 
have established screening systems. The principal 
sales personnel selection techniques used by 112 co- 
operators are: 


Number of 

Companies 
Personal interviewS..............0...0cccccccceseseseeeeeees 79 
Aptitude and other tests...........0.0.cccceeee 49 
Investigation of references................ccccceeee 26 
Application blank analysis................0...:0cee 16 
On-the-job evaluation. .......0......ccccceeeeeeneteeee 1 
Physical examinations...............cccccseceseeeeeeeeees 4 
Miscellaneous o...........ccccccccscsteeseseseeesesesestersentees 20 


Usually a combination of two or more methods is 
used to avoid “blind spots” in the selection process. 

An example of this multiple approach is the de- 
scription of the procedures followed by a food manu- 
facturer: 


“We have established a set of standards for salesmen 
in our organization based upon an analysis of the suc- 
cessful men in our sales group. After preliminary screen- 
ing either in the field or in the headquarters office through 
study of the sales application and interview, an applicant 
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is given a battery of tests. Subsequently the results of 
the test are studied. If the preliminary interview and the 
testing indicate the individual may have possibilities, he 
is then interviewed by officers of the company and key 
personnel in the various divisions and departments of the 
business. If the majority of the interviewers consider the 
man qualified, he is offered a position on a probationary 
basis.” 


A petroleum executive gives this description of his 
company’s policies: 


“A basic concept of the company is to employ young 
men with the fundamental qualifications that will enable 
them to progress to the top level positions. The principal 
method that we use to select the best-qualified sales per- 
sonnel is through interviewing. At least three individuals, 
which include a representative of the personnel depart- 
ment, a sales representative, and a member of manage- 
ment, interview each applicant prior to his employment. 
As an individual develops and progresses in one of the 
starting positions with the company, company representa- 
tives who have direct supervision and knowledge of his 
work meet from time to time to evaluate his performance 
and progress. In this manner it is determined whether or 
not the man should continue in sales work or whether he 
is better qualified for some position in another department 
of the company.” 


Particular emphasis is placed by one office equip- 
ment producer upon the checking of previous ex- 
perience: 


“We select our sales personnel primarily through in- 
tensive interview, close analysis of a personal history 
application form, and a conscientious interview of pre- 
vious employers. This last point in so important that 
our policy is to have the last two previous places of 
employment called personally by our branch manager. 
We feel, from past experience, that a reference that is 
solicited through the mail is not worth the paper it is 
written on.” 


A steel company finds psychological tests helpful 
in “appraising aptitude, interest and temperament,” 
whereas a hardware manufacturer “makes use of apti- 
tude tests, but more to check our own judgment than 
as a basis for final selection.” 


AFTER MANY MONTHS—A SALESMAN 


It takes a long time to turn out a good salesman, 
many companies report. Forty-three per cent of the 
cooperating companies give sales trainees at least one 
year’s training, prior to full-time selling assignments. 
This is especially true of the metal products indus- 
tries, where specialized product knowledge is often 
essential. 

One miscellaneous metal products manufacturer 
writes: 


“We consider that we are lucky if we have a man ready 
to accept the responsibility of looking after a territory 
within six to eight years after his training begins.” 


Formal sales training programs are in existence 
at sixty-four out of 128 reporting companies, and 
generally cover these broad areas: (1) indoctrination 
on all phases of company operation; (2) product 
knowledge; and (3) selling techniques—usually in that 


order. 
In one steel company: 


“The sales training program is of two years duration. 
The program begins with a three-day orientation meeting 
in the general office, at which time the sales trainees are 
introduced to the executive officers of the corporation who 
speak briefly to them on the functions of their office. 

“After this orientation the sales trainees are assigned 
to the steel works, where they are routed through all of 
the operating departments of the plant. Concurrent with 
this program, a series of orientation lectures on operations 
are given. This phase of the training lasts for eight 
months. The next four months of the first year of train- 
ing are spent in the product sales departments. Upon the 
successful completion of the first year, the trainees are 
assigned to the district offices where they work as sales 
correspondents. After one year as sales correspondents, 
the trainees are promoted to beginner salesmen.” 


A producer of specialized industrial machinery has 
“found the most effective method for orienting and 
training new sales personnel to be a study of the 
various departments with which they will be dealing, 
such as credit, service, field engineering, parts, and 
the like.” An automotive equipment executive says 
that in his company: 


“A new man is used for one or two years as a sales 
office assistant. This job requires liaison with production 
and engineering, and desk service to customers and their 
expediters. After satisfactory performance and familiar- 
ization with our products, he can then become a sales 
representative on the road.” 


Many cooperators report that field training and 
on-the-job assignments naturally play an important 
part in their sales training program. Take the example 
of one food products producer: 


“We find the most effective methods for orienting and 
training new additions to our sales force are the indoctrina- 
tion of these trainees with our policies, service, and 
product knowledge by putting them through the sales 
order correspondent end of our office work, then teaching 
them the primary factors important to our customers by 
having them work for two to four weeks in one or more 
of our customers’ plants. 


“They are then assigned to work with various picked 
salesmen, an arrangement which may continue as long 
as two to three months. They are brought in periodically 
during this period for discussions on reports they have 
submitted on the calls they have made with other sales- 
men. In the case of inexperienced men, we usually locate 
them in a junior territory as soon as it is open. In the 
case of salesmen with previous selling experience, we as- 
sign them to a smaller territory where they are closely 
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supervised and can get the necessary field experience with- 
out too much harm to either themselves or the company 
when mistakes are made. We consider all our junior ter- 
ritory men as trainees, since we feel it takes at least two 
years before a man is capable of doing the field job we 
expect him to do.” 


Other cooperators place considerable emphasis on 
classroom work: 


“All new salesmen are given a special four to six 
months’ training program which is a combination of 
formal classroom training and practical experience in work- 
ing out various problems involved in the engineering, sell- 
ing, application, and servicing of our products. 

“A fully equipped school, maintained for this purpose, 
is in the charge of an experienced college professor and is 
fully equipped for sound, slide and film presentations.” 
(Heating and plumbing supplies producer) 


Length of Salesmen’s Training Periods 


Metal 
Industries 


Nonmetal 
Industries 


Total 


Time Required 


(Number of Companies) 


Less than one month.............. 
One to three months.............. 
Three to six months.............. 
Six months to one year............ 
One to two years................. 
Two to three years............... 
Three to four years............... 
Four to five years................ 
Five years and over............... 


—_ 


—_ 
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While companies with large sales forces often em- 
ploy full-time professional sales training staffs, com- 
panies which hire relatively few new salesmen each 
year usually place the orientation and training of 
salesmen under the personal guidance of their sales 
executives. 

A paper manufacturer with a comparatively small 
sales force handles salesmen’s training in the follow- 
ing manner: 

“All new salesmen are assigned to a territory already 
covered by an experienced man who has proved that he 
can teach as well as sell, and the new salesman works 
with the old salesman every day for a minimum of three 
months. In addition, we periodically have a sales school 
here at our home office and to this school we bring every 
salesman who has been hired since the last session. This 
is generally a three weeks’ intensive course in factory 
training and at least one full week of sales training by 
our general sales manager. In addition, all salesmen meet 
in two- or three-day district meetings at least four times 
a year. Because our sales force is comparatively small, 
our general sales manager and our district managers have 
pretty close individual contact with all our salesmen.” 


MAINTAINING SALESMEN'S EFFECTIVENESS 


About two out of three cooperating companies re- 
port maintaining some form of continuing training 
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for experienced salesmen. The frequency, length and 
formality of such “refresher” training vary consider- 
ably from company to company, but the basic objec- 
tives are about the same: “to keep the sales organiza- 
tion interested in their work and well informed on 
company products, sales policies, and the best ideas of 
sales promotion.” 

In one heating and plumbing supplies company, 
“the refresher training program is organized on the 
basis of semimonthly meetings at the sales offices, 
with periodic short-course training classes on special 
products. Meeting guides and detailed outlines of 
programs to be followed are supplied by our home 
office training staff. Slides and films on product and 
selling ideas and sales techniques are used extensively 
in these programs.” 

An apparel manufacturer reports on his company’s 
practices as follows: 


“Tt is the sales manager’s responsibility to continuously 
train his salesmen. The sales manager does this at sales 
meetings, visits, and through weekly sales circulars. At 
the sales meetings, the manager arranges to have one of 
his highly successful salesmen explain, using visual aids, 
how he has handled a particularly difficult problem. In 
this sense, training is continuous. The sales manager visits 
each salesman to give him guidance and advice. The circu- 
lar letters provide the salesman with information concern- 
ing the latest tools, ideas, and other pertinent information 
developed by other salesmen, sales management, or other 
divisions of the company.” 


In a substantial number of cooperating companies, 
much of the sales training activity is decentralized 
at the regional or district sales office level. One rail- 
road equipment manufacturer writes: 


“While salesmen are recalled to headquarters at more 
or less regular intervals to be brought up to date on new 
products and new techniques, we believe that periodic local 
sales meetings of a small local group with the sales man- 
ager is more effective than a central sales meeting at head- 
quarters. The prime job of the sales manager is to ob- 
serve, teach and help develop his salesmen.” 


In one apparel company, salesmen’s continuous 
training is achieved by “working every salesman with 
his division sales manager two days every two months. 
The supervisor accompanies the salesman on his regu- 
lar calls making suggestions for improvement. In 
addition, the sales training director ‘retrains’ weaker 
salesmen who have success possibilities by working 
one-week periods with them in the field.” 

The advantages of centralized home office sales 
training sessions is explained by one machine-tool 
builder: 


“All field personnel are, from time to time, brought 
together at the home office for technical sessions on new- 
product development, field applications, service problems, 
with question-and-answer periods being most popular. All 
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engineering departments and production divisions are 
represented in these sessions so as to guarantee a complete 
answer to any questions listed. Chief engineer, head of 
research, comptroller, the vice-president and general 
manager—all are included in all the technical sessions, 
which are held three to four times yearly. 

“The result has been a qualified, competent field or- 
ganization which seldom requires factory assistance of 
a technical nature to assist it in solving field service prob- 
lems.” 


Some companies go one step further in their sales- 
men’s training activities, as in the case of one petro- 
leum producer who has developed an “ “employee de- 
velopment program’ designed to help a man improve 
himself in his present position and also for promotion.” 

One machine tool company reports: 


“For the personal training of each individual man we 
recommend the evening courses offered by near-by uni- 
versities and colleges. In the case of each man, courses 
are recommended that would do him the most good, 
whether they be technical or nontechnical.” 


PROOF IS IN THE SELLING 


Most companies in this month’s survey (100 out 
of 140) report maintaining a more or less continuous 
check on the results of their salesmen recruiting, 
selection and training programs. Some companies 
judge the effectiveness of their methods simply by 
the performance of salesmen in the field. According 
to one food manufacturer: 


“The only accurate method we have found to check 
results is the record of business produced and the re- 
actions of customers. We have found that our custom- 
ers are the best check, because, if in their opinion the 
man provides service, guidance and merchandising interest 
in their problems, then he can be considered a success.” 


Other firms rely on periodic evaluation by super- 
visors, as for example, in one steel company: 


“Each supervisor to whom the sales trainees are as- 
signed during the first year evaluates the trainee and 
reports his evaluations on an appraisal form to the super- 
visor-training for review and action if necessary. 

“During the second year of training, the district sales 
manager of the office to which the trainees are assigned 
as sales correspondents submits appraisal reports on the 
trainees’ progress at three-month intervals. 

“The beginner salesman and all other salesmen are 
appraised at six-month intervals by their supervisors and 
appraisal reports are submitted to the vice president— 
sales.” 


To aid managment in evaluating sales performance 
one producer of specialized industrial machinery re- 
ports: “Sales records, merit ratings and territorial 
efficiency comparisons are used regularly.” Other 
companies, including one office equipment manufac- 
turer, rely on “a sales quota system which is a true 


test of the effectiveness of our selection program. 
Every selling man has a quota. Every branch has a 
quota, and every division carries its share of the 
company quota.” 

In some companies, evaluation of the sales force 
is accomplished by personal observation. A chemical 
producer writes that “representatives from head- 
quarters travel with our salesmen once or twice a 
year. At that time, the salesmen’s effectiveness in 
the presence of the customer is made a matter of 
record, and we try to place emphasis in our training 
program on the deficiencies reported.” As one pro- 
ducer of office equipment points out, in companies 
with small sales forces, “it is not difficult to person- 
ally keep track of the salesmen, and in time determine 
their capability.” 

A criterion of sales training effectiveness in one oil 
company is the extent to which sales positions are 
staffed from outside the organization: 


“To fill our sales positions from within the company, 
prospective salesmen should be coming through certain 
‘channel positions’ when vacancies occur. If, in reviewing 
our records, we find that we have to go outside the com- 
pany to secure a salesman, then certain channels are 
being blocked by individuals who are not promotable, and 
it would indicate a weakness. Such a finding would point 
out the need for a more critical review of our recruitment, 
selection, and training procedures.” 


A good number of firms use several different ap- 
proaches as checks. One office equipment manufac- 
turer “checks the percentage of termination and vol- 
ume of business produced by new sales trainees. A 
third check, which of course, is not realized until a 
later date, is the number of salesmen hired that you 
are able to train for management positions or sales 
supervisors. Whether you have to go outside for your 
sales supervisors or are able to train and develop 
them within your own organization is also a criterion 
we use in checking the results of our recruiting and 
sales training program.” 


By breaking down its terminations by periods, this 
company is able to pin-point and check the results of 
its recruiting, selection and sales-training program: 


“For example, we break down our terminations in the 
following periods: Those who terminate within the first 
week of training, those who terminate from the first to 
the fourth week, which incidentally is the end of the basic 
training period, those who terminate within the next 
ninety days after the basic training period; and all other 
terminations after that, which are lumped into one group. 
Thus if the termination in a particular branch run high 
in the first week of training, it indicates poor recruiting 
and selection. It may mean, for example, that our pro- 
gram is not being explained thoroughly by the interviewer 
or it may mean that the applicant did a good job of sell- 
ing the interviewer. When this fact is evident we can 
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pin-point our training of the local branch manager, who 
im practically all cases is the interviewer, to overcome this 
weakness.” 


An apparel manufacturer writes: 


“We check our recruiting, selection and training by 
several methods. 

¢ We check our turnover figures and watch the trend. 
An improvement may indicate a better job; an increase 
in turnover may indicate that we are slipping in these 
areas. 

¢ We watch the sales performance as compared to 
other men. If the figures are strong, we feel we're 
doing a fair job; if the figures are weak, maybe our re- 
cruiting, selection, and training are weak. 

¢ Work performance appraisal by our sales managers 
is another method. A study of the appraisals indicates 
our weaknesses and our strengths. 


e Interviews by members of the personnel relations 
department with salesmen indicate areas bothering the 
salesmen and the level of morale. These interviews 
sometimes indicate how we’re doing in recruiting, selec- 
tion and training. 

e Exit interviews and study of the results are also a 
guide. Of course, we attempt to keep cognizant of the 
fact that there is always room for improvement.” 
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An oil producer outlines his system of appraising 
sales-training effectiveness as follows: 

¢ Checking of turnover and cost figures; 

¢ Information secured from exit interviews; 

© Regular tests and progress reports administered dur- 
ing the initial three months’ training period; 

e Tests, or at least ‘work assignments,’ at the con- 
clusion of any formal training course; 

e Semiannual reports which include not only an analysis 


of past performance but a plan for future training and 
development as well.” 


One contributor sums up the problem of obtaining 
and maintaining an efficient, hard-hitting sales force: 
"A good top-notch sales force can only be devel- 
oped by a sales-minded management that is willing 
to invest the time, energy and cost that is required. 
A management that has the proper attitude toward 
sales incentives, training, and opportunities for ad- 
vancement will always have good sales performance. 
Their biggest problem will be the selection of applicants 
rather than one of recruiting salesmen." 


Sotomon ErHEe 
G. CLarK THOMPSON 
Division of Business Practices 


CONSUMER PRICES STAY AT PEAK 


HE CONSUMERS ’ price index for ten cities con- 

tinued its rise in August, setting a new all-time 
high for the second consecutive month. The previous 
high for this index maintained by the Board was 
181.0 (January, 1939=100). This July figure was 
exceeded in August when the index rose 0.9% to 182.6 
—or 1.0% higher than a year earlier. The purchasing 
power of the dollar shrunk to a new low of 54.8 cents 
(January, 1939 dollar—100 cents)—a decrease of 
0.7% for the month and 0.9% since August, 1952. 


Sundries and Fuel 


The sundries index continued to move upward, 
reaching 186.2 in August, an increase of 3.1% over 
July’s 180.6 and 7.0% since August, 1952. The in- 
crease between mid-July and mid-August reflects in 
part an advance of 7.5% in the New York City sun- 
dries index largely caused by a rise in public transpor- 
tation rates. A gain of 1.1% in the Chicago sundries 
index also contributed to the rise. The other cities 
surveyed showed only minor fluctuations. 

A noticeable increase of 0.6% in the fuel index 
brought the August figure to 136.2, representing a 
0.6% rise over last month, and a 2.5% rise in the past 
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year. Seven cities showed marked increases in fuel 
prices over the month, two remained unchanged and 
only the New Orleans index declined. Boston, Chi- 
cago, Detroit, and Philadelphia each showed an in- 
crease of 1.2% in their individual fuel indexes, while 
Denver and Los Angeles remained unchanged. The 
other cities surveyed showed only minor monthly in- 
creases. The over-all increase is partly due to seasonal 
price rises in both anthracite and bituminous coal. 
The August index was 2.5% above the August, 1952, 
figure. 


Housing, Clothing, Housefurnishings 


The housing index again reached a new peak, rising 
to 130.1, an 0.2% increase over last month’s figure of 
129.9. Although the increase is slight, it is an indica- 
tion of the gradual rise in consumer housing costs 
after decontrol. The federal rent control regulations 
were dropped on July $1, 1953; some of the largest 
cities, however, are still bound by local or state rent 
control laws. A significant indication of the extent of 
higher housing costs is the 6.6% rise in the housing 
index since August, 1952. 

Clothing prices have remained rather stable for 
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Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1989=100 


Clothing 


Date Housing! Ts Dalten 
ye0.8 1.040 6 Lniee ol agpie:| Wied s Iecigalaclh e010) leedece m1gaTa ibaa ee ere 

epee 8 6| 122.0 132.9 | 92.2| 104.8| 164.5 : 

1S alr 9 ” By 133.7] 92.2] 104.8] 164.5 55.6 
October... vm 8 6 7 135.3| 92.2| 104.6] 163.6 55.6 
November.......... 6 ‘3 3 135.9 | 92.0] 104.6] 164.8 55.4 
December........... 3 2 7 137.6 | 92.0] 104.6] 164.7 55.8 
Annual average 1 1 0 133 .4 90.9 | 104.5] 165.6 55.8 
nets: - 

ee Sy 7 | 230.8 9 138.1| 92.0] 105.3] 162.7 56. 

ao hha eae '3| 225.2 ” 137.9} 92.0] 105.3| 163.4 56.4 
Marches <a "7 | 225.6 '8 138.0| 92.0] 105.3| 163.3 56.3 
Aparrs, p erin ‘6 | 223.9 '8 137.7 | 92.0] 105.4] 163.2 56.3 
Wagar hae ie 4 | 225.0 1 134.5 | 92.0] 105.4| 163.1 56.1 
Saher stan so ® ‘7 | 228.6 ‘4 134.5 | 92.0| 105.4] 162.3 55.6 
wie 0 | 231.1r 135.4| 92.0] 105.6| 162.4 55.2 
sagietts,.04o). oke ‘6 | 231.3 136.2] 92.0] 106.1] 161.6 54.8 

Percentage Changes 
7 
July, 1953 to August, 1953... +0.9| 40.1) +0.2 | 0 | 0 | 0.1] +0.6 04) -pOws pee One | Sod peo 

Ais 1952 to Aug., 1953...) +1.0| -3.9|] +6.6| +01] -0.4| +04] 42.5] -0.2 1-9... —218 ine iets 


1Rents surveyed quarterly in individual cities 


How the Ten-city Index and Its Components 
Have Moved Since ‘48 
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more than a year. The index in August was at 148.3, 
as it was also in July; the year-earlier figure was 148.2. 
Men’s clothing, now at 163.6, showed no change for 
the month and a slight decrease of 0.4% for the year; 
the women’s clothing index, at 135.3, shows a minor 
decrease of 0.1% for the month and an increase of 
0.4%, since August of last year. As for individual 
items in the clothing index, women’s stockings de- 
clined markedly in nine cities. There were some in- 
creases in men’s wool suits as they were put back 
into regular stock in anticipation of fall buying. There 
were also general price increases on men’s work shoes. 

Housefurnishings prices receded slightly over the 
past month, and 1.8% over the past year. Of the 
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individual items in the index, only prices of sheets 
declined noticeably in August, as a result of that 
month’s white sales. 


Food 


Over-all food prices rose 0.1%, reaching 231.3 as 
compared to 231.1 in July. The current figure is 
3.9% below the August, 1952, index of 240.6. Round 
steak reflected significant increases, with rib roast, 
chuck roast, salt pork, and bacon rising to a lesser 
extent. Prices of lamb and pork chops dropped 
slightly during the month. Dairy products in general 
were higher, with egg prices leading the advance; egg 
prices were higher in all ten cities, with Chicago hav- 
ing the highest increase over the month. Fresh milk, 
butter and cheese also rose somewhat. Lard and 
margarine showed slight increases, but shortening 
declined. Coffee continued to climb in price owing 
partly to general increases given to off-brand coffees 
by supermarkets. 

Most fresh vegetables were lower in price because 
of the large summer supply, but there was an ex- 
tremely high increase in lettuce prices in all cities. 
Dried beans also rose, but to a much lesser degree. 


SUMMING UP 


From August, 1952, until February, 1953, the all- 
items index showed a general decline. Then from 
February to April, there was in evidence a leveling 
off of prices, with only spasmodic fluctuations. 
Since April, 1953, however, there has been a gradual 
but steady increase in consumers’ prices culminating 
in this month’s all-time high of 182.6. 


JEROME GREENSTEIN 
Statistical Division 
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GREAT BRITAIN AND CURRENCY CONVERTIBILITY 


By Roy Harrod 
Student of Christ Church and Fellow of Nuffield College, Oxford 


4 ie LAST eighteen months have been a period of 
conflicting tendencies in the British economy. 
Already in the autumn of 1951 a certain slackness was 
beginning to manifest itself in the consumer goods 
industries, and not in textiles only. On the other 
hand, heavy industry was called upon to satisfy a 
high demand for capital goods on account of the in- 
dustrial reconstruction still proceeding, a great new 
arms program, and an expansion of exports. The 
external account was in heavy adverse balance; and, 
although wiseheads recognized that this was partly 
due to a combination of adverse factors that would 
not in any case last, it did seem that a further expan- 
sion of the already greatly enlarged British exports 
was required. But abroad as well as at home the de- 
mand for consumer goods was slack, while in heavy 
industry there was still a backlog of foreign orders so 
that success in expanding exports would mean a fur- 
ther contribution from that sector. 

This combination of requirements meant that a 
quite considerable part of the economy was still under 
pressure, and heavy industry did successfully attract 
to itself a substantial proportion of the manpower 
that was cast out by the consumer goods industries. 

Meanwhile, a tighter banking policy was inaugu- 
rated, both to check lower priority investment in 
fixed capital and to arrest the tendency towards an 
increase in stocks. 


DEMAND NOT UP TO SUPPLY? 


In the early part of 1952, heavy industry was kept 
in check by the steel shortage, but, as the year wore 
on, it appeared that, save for specific bottlenecks, the 
pressure on it was much reduced by comparison with 
previous years, and there were even signs of slackness. 
The group of heavy industries absorbed no additional 
manpower during 1952. Thus, taking the whole scene, 
it appeared, as 1952 progressed, that total effective 
demand was insufficient to match the supply potential 
of the economy. 

This might be deemed to call for some relaxation of 
deflationary policies. Opinion both at home and, 
more particularly, abroad has been somewhat misled 
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by the apparently low unemployment figure of about 
2%. It is to be remembered that this percentage is 
calculated on the basis of a much wider coverage 
than before the war owing to the universalization of 
social insurance. Furthermore, reports from industry 
began to indicate that there was a good deal of con- 
cealed unemployment. During the inflationary period 
employers got into the habit of hoarding labor, lest, 
if they let it go during a period of temporary slackness, 
they would be unable to recapture it. There has 
probably also been a growth in the sense of responsi- 
bility of employers, in line with the general social 
trends of the time, making them reluctant to stand off 
their own workers except under extreme necessity. 

These tendencies have affected the recent situation 
and given rise to the retention by firms of a good deal 
of unwanted labor. The fall in the production index of 
about 2% confirms the diagnosis. This fall in produc- 
tion is profoundly unsatisfactory considering the very 
large investment in capital equipment that has all the 
time been proceeding. I should judge that well before 
the end of 1952 there was insufficient demand in 
Britain to get the optimum use of her productive 
potential. 


AN INEVITABLE ADJUSTMENT 


There was another apparent conflict of tendencies. 
The upward movement of wages continued in 1952, 
the wage index showing an increase of about 10%. This 
seems to accord ill with the idea of a slackness and a 
net deflationary tendency. But it must be remem- 
bered that retail prices and wages had both lagged 
way behind the increase of wholesale sterling prices 
since the devaluation. It was inevitable that, pending 
some very large fall in wholesale prices, retail prices 
should move upward somewhat in 1952, and they 
moved up about 10%. 

Ever since the devaluation, wages had lagged a 
little behind retail prices so that the real standard 
of living was (very slightly) depressed. But there 
is no doubt that in this period production per man 
increased substantially, so that the slightly back- 
ward movement of real wages represented an adjust- 
ment of importance to the hard conditions of the time. 
It was not to be expected, and probably not desirable, 
that wage earners should take another drastic reduc- 
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tion in real wages during 1952, so that, as retail prices 
pursued their inevitable upward course, wage adjust- 
ments were also to be expected, and they in turn 
affected retail prices. There was in fact a small 
degree of gentle upward spiraling. I regard this as 
an inevitable adjustment to the devaluation of sterling 
and hold that it should not be taken as a symptom 
of inflationary pressure. 

The Chancellor of the Exchequer went some way 
to meet this situation by a budget in 1953 which, 
although strictly orthodox, did not provide for as 
large a prospective surplus as had been the practice 
in recent years. It is not yet clear that he has gone 
far enough in this direction. The more stringent mone- 
tary policy, inaugurated late in 1951, had an un- 
doubted success. It made its contribution, along with 
other factors, to terminating the complacent assur- 
ance that prices would continue to rise, which had for 
some time been causing producers to lay in as much 
stock as they could. The easing off in the holding of 
stocks contributed much to the improvement of 
Britain’s external balance in 1952. But there is now 
no longer any vestige of complacency in regard to the 
future of prices, and I judge accordingly that the 
maintenance of relatively dear money (by modern 
standards!) no longer serves a useful purpose as a 
check to expenditure on fixed or circulating capital. 
It has done its work well, but according to ancient 
doctrine dear money should never be maintained for 
long. 


SENSITIVE TO FOREIGN OPINION 


There is, however, one complication. Britain de- 
pends much on foreign opinion. There has been a 
persistent and profound underestimation abroad of 
her achievements, and an exaggerated idea of the 
amount of internal inflationary pressure present in 
her economy in the last three years. There is always 
the danger that the combination of a relatively easy 
budget policy and an easy money policy would be 
misinterpreted abroad and have an adverse effect on 
sterling. This has always to be kept in mind. It 
would, however, be a profound misfortune if the 
experiment towards greater freedom now proceding in 
Britain were found to be at the price of slackness and 
underproduction simply because the British authori- 
ties failed to relax deflation for fear of world opinion. 
Industrialists may before long cease to be willing—or 
financially able—to keep unwanted labor on their 
books. Any combination of greater freedom with 
greater slackness would be instantly noted, both in 
Britain herself and in other parts of the world, as a 
bad mark for the system of economic freedom. 

We have not yet come to the crux of the matter. 
Although Britain’s external balance lapsed badly in 
1952, she has been in approximate over-all balance 
through the period from the end of 1947. But this 


is not a good enough position. Her duties as investor 
overseas and her ex-war indebtedness alike require a 
favorable balance on current account of substantial 
size. Furthermore her even balance has only been 
sustained by severe import restrictions. These are un- 
desirable and a symptom of basic disequilibrium. 


DEVALUATION AND THE KOREAN WAR 


In the years immediately following the war, she 
was the victim of very strong internal inflationary 
pressures and there were many who hoped and I was 
one of them, that if these could be terminated, her 
external account would come more or less automatic- 
ally into balance without the aid of continuing re- 
striction. As internal inflation was reduced, her ex- 
port account did show a great improvement, and 
might have brought her into a substantially favor- 
able balance but for the adverse factors connected 
with devaluation and the Korean war. But as the 
extreme burdens of the postwar period—and this 
applies to the whole of Europe as well as to Britain— 
were eased and production was raised to well above 
its prewar level, the external position, although 
greatly improved, did not reach fundamental balance. 
The view has been fairly consistently held among 
orthodox circles in the United States that the right 
amount of disinflation and of devaluation should 
between them suffice to solve the problem of the ex- 
ternal balance of Europe. It was certainly correct to 
place great emphasis on disinflation during the post- 
war quinquennium. But we have now to recognize, 
regretfully, that this formula will not by itself suffice. 

Since the war, Western Europe has had to make a 
twofold adjustment. She has had to make a vast 
increase in her exports in order to offset (1) her 
worsened terms of trade with the rest of the world; 
and (2) her losses on invisible account. Secondly, she 
has been confronted with the dollar problem. It is 
to be stressed that from the point of view of the strain 
on the economies of the various European countries, 
the need to increase exports over-all imposed a much 
heavier burden than the dollar problem; it involved 
larger sums of money and larger drafts upon pro- 
ductive resources, with their tendency to set up infla- 
tionary pressures. 

This great task has now been to a considerable ex- 
tent accomplished. If it has not been fully accom- 
plished, what remains probably merges into the dollar 
problem. Further additions to exports should be 
dollar-earning. This does not necessarily mean an in- 
crease of exports to the dollar area, although that 
would be desirable. What is more important is that 
a natural triangle of trade should be established by 
which a surplus of European exports to the nondollar 
world should be made to earn dollars and thus offset 
a perfectly natural deficit with the dollar world. 

But this need, namely that any further over-plus 


BUSINESS RECORD 


of exports from Europe should earn dollars, comes up 
against the world-wide dollar shortage. There are well- 
known reasons for this, connected both with com- 
modities and “invisible” services. In this field the 
most important factor has been the greater world de- 
pendence on United States grain. Shipping earnings 
have played a big part. The fact that Europe was un- 
able after the war to expand its supply of exportable 
capital equipment quickly enough to meet the large 
increase of foreign demand for it has also been a 
factor creating dollar shortage which should become 
less important with the passage of time. 

We have, then, the background of a shift in world 
demand towards United States goods; this increased 
demand has only found full satisfaction in the western 
hemisphere countries; it has had to be curbed else- 
where. We have also for background the presence of 
a good deal of inflationary pressure in third-party 
markets outside Europe, where countries have been in 
over-ali deficit, both on dollar account and nondollar 
account, and have therefore been unable to supply 
dollars to finance the latter from the former. 


A NEW MEANS OF FINANCING 


But it is impossible to see the problem of Europe 
in the right light without bringing the question of gold 
into the forefront of the discussion. There are certain 
misconceptions here. It is often said that the prewar 
pattern was for Europe to earn dollars in third-party 
markets to meet her natural deficit with the United 
States. Broadly, this is not a correct account. Cer- 
tain limited areas surrendered a surplus of dollars 
to Europe, as they still do. These were available for 
the general pool and flowed largely through the sterl- 
ing area machinery, which worked informally before 
the war just as it does now. But there was quite 
enough newly mined gold outside the United States 
for Europe to finance the whole of her deficit with the 
United States in gold and still retain some to add to 
her own reserves. (Actually her gold reserves were 
depleted, but this was due to an entirely different 
cause, namely capital movements into the United 
States.) 

Furthermore, there have been misconceptions about 
the size of the United States excess of exports. Ex- 
cluding military items, this has not been substantially 
greater percentagewise in the last three years than it 
was in the Thirties, and indeed we can go back much 
further. It was in the 1870’s that the United States 
went over from being a country of strong deficit to 
one of strong surplus on visible external trade account. 
This surplus has been financed in various ways; by 
invisible items, by the redemption of investments 
made by Europe in the United States, by American 
investments in Europe (in the Twenties) and, to a 
large extent by the transference to the United States 
of a share of the newly mined gold. The newly mined 


OCTOBER, 1953 


397 


gold has now petered out, the invisible account has 
moved strongly in favor of the United States, and, 
one .way and another, the rest of the world is de- 
prived of the various means of financing what had 
become its normal trade deficit with the United 
States during the last three quarters of a century. 
That really is the center of the problem. The trade 
deficit is old established; it is the previous means of 
financing it that have gone; they have been replaced 
during the recent period by aid. 

This problem still faces Europe. In her trade with 
the nondollar world, Europe was confronted with a 
gap after the war owing to the factors aforementioned, 
but was able to fill the gap because this nondollar 
world has been quite hungry for goods, and, being 
supplied through changed terms of trade with Europe, 
etc., with additional means of paying for them, has 
bought them. The United States has not been 
hungry for a great additional supply of goods. 


THIRD-PARTY DOLLARS 


If Europe is indeed to get into balance with the 
United States, with convertible currencies and no dis- 
criminations, it will be needful for her for the first 
time in history to earn dollars in substantial quantities 
in third-party markets. And it will probably be need- 
ful for her to win those dollars in the western hemis- 
phere, since it is only there that the supply of dollars 
in trade has been substantially increased since the 
end of the war. There are not really very many dollars 
to be picked up elsewhere. When one states the prob- 
lem in this way it at once becomes clear how diffi- 
cult it is. In the western hemisphere, too, there has 
been a deficit with the United States. This position 
can only be changed if Europe can supply goods at 
competitive prices in that region, which will enable 
the countries of it to dispense with some of their 
imports from the United States and thus enable them, 
supposing that their dollar income is sustained, to 
pay dollars to Europe for her extra goods. 


A LONG WAY TO GO 


But we have a long way to go before that happy 
result will be achieved, although there is no need to 
despair of it in the end. Europe must establish com- 
petitive prices; but she must not seek markets 
by offering excessively low prices; e.g., by a devalu- 
ation, because that merely worsens her terms of 
trade with those regions and earns no dollars. 
Some of the countries concerned are suffering from 
inflation and over-all imbalance. European sales in 
those regions are sometimes affected by political 
factors and very widely by the fear that another war 
will again interrupt supplies from Europe. 

The moral of all this is that there is still a tough 
problem ahead and that it will take some time before 
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Europe can hope to be in balance on dollar account 
without some form of discrimination. 


This being so, policy divides into that required for 
a further transitional period and that related to the 
long-run objective of a one-world system of con- 
vertible currencies and no discriminations. For the 
interim period it seems clear that we should strive for 
a further easement in the flow of trade and payments 
as between the members of the nondollar world, the 
dollar continuing to be a scarce currency. But the 
fact that we should be thinking about measures for 
the immediate future, which involve special arrange- 
ments, does not mean that we do not now have to 
take steps related to the long-run objective. The fact 
that it is a long-run objective means that it cannot be 
achieved at once, but does not mean that steps do not 
have to be taken about it at once. There is apt to be 
a fatal fallacy or lapse of sound thinking here. Call- 
ing something a long-run objective may lead to the 
habit of mind that there is nothing to do about it 
now. The reverse is the case. We must be striving 
continuously for the long-run objective while taking 
deliberate steps with a perfectly good conscience to 
encourage a greater flow of mutual trade in the more 
limited area. 


KEEPING EUROPEAN CURRENCIES SOFT 


I will only consider two special points here. The 
European Payments Union arrangement, which should 
be maintained, keeps European currencies, including 
sterling, relatively soft in relation to one another so 
long as members are within the tranches. Some time 
ago there was quite a good argument against doing 
this. If country A finds the currency of country B 
relatively soft, she is encouraged to divert her imports 
from the hard currency area to B, and to divert her 
exports away from B to a hard currency area. But 
official policy has much more control over the direc- 
tion from which imports come than over the direction 
to which exports go. In the British experience, while 
much has been done to encourage exports in general, 
it has been found very hard to go further and make 
the direction of exports conform to policy. Conse- 
quently the fact that A is encouraged to buy from 
B may have a greater effect on the pattern of trade 
than the fact that the authorities in B want to divert 
exports from A to a hard currency area. The import- 
ing policy prevails, so to speak, over the exporting 
policy. Thus B, finding a ready market in A may be 
led by the arrangement to export more to A and less 
to a hard currency area. This was the case against 
keeping sterling and the other currencies of Europe 
mutually soft. 


This argument depended on the premise that if 
country A exported more to B, she would thereby 
export somewhat less to a hard currency area; so 


long as countries were subject to excessive total de- 
mand for their goods and were keeping customers on 
waiting lists, this argument had force. But it is 
probably obsolete today. Now that there is an over- 
all tendency to slackness, it is not probable that the 
existence of orders in other soft currency markets will 
cause any hard currency orders to be lost. Thus if 
sterling and the European currencies are kept a little 
mutually soft, Europe should lose no hard currency 
sales. But this same softness may lead her to econo- 
mize in hard currency purchases, since you naturally 
buy all you can in a soft currency country. Thus the 
net effect of maintaining some degree of mutual soft- 
ness in the European world should on balance cause 
a reduction of dollar purchases, no loss of dollar sales, 
and thus a movement towards equilibrium. 


SEEKING CONVERTIBILITY NOW 


The second point I would make concerns converti- 
bility. From one point of view inconvertibility and 
discrimination are regarded simply as aspects of fun- 
damental disequilibrium. When there is full equi- 
librium, neither will be needed. In certain circles it 
is argued that there is no point in a country aim- 
ing at convertibility unless and until she can aim 
simultaneously at removing discrimination. It is per- 
fectly true that the final objective should be the re- 
moval both of inconvertibility and of discrimination. 
Nonetheless, this way of thinking may not be alto- 
gether correct. For convertibility, unlike discrim- 
ination, may be regarded as a method of moving 
towards equilibrium. If convertibility actually served 
to change the pattern of trade in the direction of 
equilibrium, it could be argued that convertibility was 
worth aiming at in the relatively near future, even if 
it entailed, for the time being, an increase of dis- 
crimination. 

It may safely be said that the full equilibrium will 
involve the earning by Europe of a substantial quan- 
tity of dollars in third-party markets. Yet it is doubt- 
ful if she will succeed in doing this in sufficient meas- 
ure, so long as the European currencies are inferior 
to the dollar. The third-party markets just will not 
surrender convertible currencies to any large extent to 
pay for goods consigned from countries of inconvertible 
currencies. This may be partly a psychological factor, 
but it is not wholly so. For instance, it may be quite 
rightly regarded as sounder to hold a reserve in a 
convertible currency than in an inconvertible one. 
Convertibility certainly cannot be regarded as a 
panacea for gaining all the dollars needed in third- 
party markets, but it may be a prerequisite for gain- 
ing any dollars in quantity at all. It may be an in- 
dispensable first step. Thus we ought to give serious 
consideration to the question whether European 
countries should not club together to work to con- 
vertibility at a rather early date, knowing full well 
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that this will for the time necessitate sharper discrimi- 
nations against dollar goods. This is a program re- 
quiring cooperation between sterling and the other 
European currencies. 


~ SOFT YET CONVERTIBLE 


Finally, we may ask whether my first and second 
points are reconciliable; that is whether it is possible 
to keep a little mutual softness as between the Europ- 
ean currencies and yet make those currencies con- 
vertible. Surely it should be possible to reconcile 
these too apparently conflicting ends by means of 
something like the EPU machinery or an adaptation 
of it! Tranches and monthly settlements do not ab- 
solutely contradict the idea of convertibility. The 
plan would require a sharp separation of European 
accounts from other accounts. Members of the EPU 


OASI TAX RATES 


NLESS a special session of Congress acts this 
U fall to freeze the contribution for Old-Age and 
Survivors Insurance at its present rate of 142% each 
for employers and employees on the first $3,600 of 
wages, it will automatically increase on January 1, 
1954, to 2% each. The effects of this boost in the 
payroll tax would be widespread. Its impact would be 
felt by some workers in terms of lower take-home, and 
by businessmen both in their role of employer and 
seller. 

An appraisal of business prospects for the year 
ahead must take into consideration this increase in 
the OASI tax rate, which would partly offset the addi- 
tional consumer dollars expected to accrue from a 
10% income-tax reduction, which is also scheduled 
for 1954. 


HOW THE CONSUMER WILL FEEL IT 


The two personal tax changes would put $2.4 billion 
more in the pockets of consumers next year—income- 
tax savings of $3 billion, minus OASI contributions of 
$600 million. Viewed in the aggregate, it thus appears 
that only one fifth of the income-tax gain would be 
wiped out by the OASI tax boost. In terms of con- 
sumer spending, however, this conclusion may under- 
state the net effect of the changes. While most families 
would receive additional spendable income, some low- 
and moderate-income families may find that the col- 
lision of the two taxes costs them money. These are 
the families who pay such a small income tax now, 
or none at all, that the 10% cut will affect them im- 
perceptibly, but whose breadwinners will nevertheless 
be subject to the advance in OASI contributions. 
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club could maintain mutual accounts, not convertible 
day by day, but at the end of the month, and then 
only convertible subject to mutual credit arrange- 
ments, as at present. At the same time, for third- 
party countries, which were not members of the club, 
European currencies would be convertible in the full 
sense. Only if European currencies are themselves 
convertible are third-party countries likely to be will- 
ing to surrender dollars in payment for European 
goods. 

Such plans would require much severe thinking and 
close cooperation and the overcoming of many tech- 
nical difficulties; but, after all EPU itself required all 
this, and the success which it has had, which should 
not be underrated, is a testimony to what concerted 
thought on a difficult currency problem can achieve. 
Can we now move one stage further? 


UP NEXT YEAR 


The points of balance for families of different sizes 
—i.e., the amounts of annual income on which the tax 
boost would neutralize the tax cut—are as follows: 
single person—$950; married couple—$1,800; married 
couple with one child—$2,700; and married couple with 
two children—$3,550. If the income of a family unit 
is below the level specified for its size, its total tax bill 
would be higher next year; if income is above that 
level, combined taxes would be lower. The table below 
gives some illustrations: 


Combined Effect of Tax Changes in 1954 
Annual Income Single Married Couple 


Person NoChildren 1Child 2Children 
$2,000 sors cue es +$17 +8 4 -$10 -—$10 
SQO0iRS . cetremerne ce ee + 32 + 18 + 5 - 8 
A000. eed ttn at ctehtete + 53 + 35 + 22 + 8 
OOOO escieetas pet otecrene + 68 + 55 + 41 + 28 
10,000.04. See.cee ce eee +186 +169 +153 +138 


Note: Calculation of OASI contribution assumes one earner per family 


The incomes of most units are higher than these 
points of balance. In 1951, the money income of half 
of the single individuals exceeded $1,200, and of half of 
all families, $3,700.1 The bulk of the families below 
this amount consists of retired couples; broken families 
headed by a woman; young families whose head re- 
cently entered the labor force; and farm families 
whose money income is supplemented by income in 


kind. 


During the first half of 1953, gross weekly earnings 
of the factory worker averaged $71.52. After deduct- 
ing federal income and OASI taxes, this means a 


1These are the latest data available from the Bureau of the Census. 
An increase of about 7% to 1952 is indicated by figures on spend- 
ing units shown in the Federal Reserve’s survey of consumer 
finances. 
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weekly take-home of $66.42 for the married worker 
with two children, and $58.39 for the single worker 
with no dependents. Assuming that gross weekly 
earnings continue at the same level in 1954, net 
spendable earnings would increase slightly as a result 
of the tax changes to $66.46 and $59.25 for these 
types of workers respectively. For the married man 
with two children, the contribution of an additional 
35 cents weekly to the OASI trust fund would cut the 
gain owing to the income-tax reduction from 39 cents 
to 4 cents. For the single man, the weekly net tax 
saving would be 86 cents (income-tax reduction of 
$1.21, minus an OASI increase of 35 cents). 


THE EMPLOYER PAYS TOO 


The increase in the employer share of the payroll 
tax would add about $600 million to business costs next 
year. This is a levy which bears no relationship to 
ability to pay, but must be met by all firms alike. 
Warnings have been sounded elsewhere against ignor- 
ing employer contributions as a factor in the business 
cycle, and the point made that even a difference of 
0.5% of payrolls may loom large compared to profits 
in many lines during a year of business recession. 

The total wage and salary bill in private industry 
was running at an annual rate of $163 billion during 
the first half of 1953. Supplements to wages and 
salaries came to about $8.4 billion—5.2% of private 
payrolls—of which $1.8 billion represented contribu- 
tions to OASI. The boost in the tax rate would raise 
total OASI collections to $2.4 billion in 1954. Assum- 
ing no changes in private payrolls, or in other fringes, 
this would bring the total cost of supplements to $9 
billion, thus adding 0.4% to the private wage and 
salary bill. 


WHY RAISE RATES NOW? 


The schedule of contributions for OASI now in 
effect is that adopted as part of the Social Security 
Act Amendments of 1950, and inherited by the pres- 
ent administration. Under this law, the combined 
employer-employee rate of 3% in 1950-1953 is to go 
to 4% in 1954, and to be stepped up further at five- 
year intervals until combined rates reach 6.5% from 
1970 on. 

By the end of 1953, the OASI trust fund will have 
assets of roughly $19 billion. Even if the tax were to 
be frozen at its present level, income during 1954 
would exceed outgo by almost $1 billion. The rate 
boost would increase the excess another $1.2 billion. 
This revenue goes directly to the trust fund and does 
not enter into the calculation of budget receipts. 

President Eisenhower has questioned the wisdom of 
building up higher reserves and has suggested that 
for next year the combined 3% rate is sufficient. 
However, Congress has not acted upon his recom- 
mendation to freeze the rate. 


A great deal of misunderstanding and disagreement 
emerges in discussions of OASI financing, and no 
clear or consistent government policy has been de- 
veloped concerning the subject. The advantages and 
disadvantages of pay-as-you-go, of a contingency re- 
serve system, or of other methods of financing are 
still being hotly debated.1 Perhaps the current Con- 
gressional study of OASI will arrive at a satisfactory 
answer. 

Miriam Civic 
Division of Business Economics 
1For a discussion of this issue, see “Social Security Reappraised,” 
The Business Record, June, 1953. Reprints are available upon request. 


The development of our present method of financing the OASI 
system is traced in the article, “Actuarial Aspects of Financin 


Old-Age and Survivors Insurance,” by Robert J. Myers, Socia 
Security Bulletin, June, 1953. 
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peak and will continue to decline gradually throughout this 
fiscal year. 


“Pentagon experts emphasize that the downward move- 
ment will be gradual and at times almost imperceptible. 
They expect that spending next June—the last month of 
the fiscal year—will be about $300 million to $350 million 
below the volume in June, 1953. The speed of the decline 
is expected to increase moderately from January on... . 


“It is clear from the forecasts for the remainder of the 
current fiscal year that the military spending decline will 
not be large enough to have a severe impact on the economy. 
But it also is apparent that there will have to be offsetting 
increases in civilian demand if business activity is to go in 
any direction but down.” 


Corporate Finance 


Dr. Jules I. Bogen, professor of finance, Graduate School 
of Business Administration, New York University (in a 
speech before the Investment Seminar of the New York 
State Bankers Association, September 11) —“A continuation 
of the declining trend in business activity which set in last 
spring and the end of the defense build-up are bound to con- 
tract the volume of corporate borrowing. Corporation capi- 
tal needs will be reduced both by any decline that occurs 
in plant and equipment expenditures and by the sharply 
increased depreciation allowances now being made. Any 
liquidation of currently swollen business inventories would 
also curtail business borrowing.” 


Steel 


The Wall Street Journal (September 21) —‘Steelmakers 
are headed for one of the best sales and earnings years on 
record despite recent easing of demand. Almost a dozen 
steel producers have stated in the last few days that final- 
half volume and profits will be close to the high levels of the 
initial six months.” 
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